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How to keep production on the right track 


Weekly production conferences move 
full steam ahead when every man 
present has all the facts before him. 
You can have the facts—exact figures 
to replace guesses and hunches — if you 
put Keysort production control to work. 
Compiled in a weekly Work Load 
Summary, the notations on Keysort 
cards tell you at a glance what machine 
centers are falling behind, how much 
work is already scheduled for each ma- 
chine, which centers are delivering up 
to schedule, where production is over- 


Sopdet 
McBee 


THE MeBEE COMPANY, LTD. 


Sole Marufacturer of Keysort—The Marginally Punched Card 
The McBee Company, Ltd., 11 Bermondsey Road, 
Toronto 13, Ont. 


loaded or undersold, and other perti- 
nent data. 

With a McBee Work Load Summary, 
derived from Kevysort cards, you get 
concise facts like these every week: 

Q@ There are 9.6 weeks’ production 
ahead of the plant. In general, things 
look good. 

@But here's a_ bottleneck — Work 
Center 290 has 15.2 weeks of work 
ahead. Investigate sub-contracting or 
possibility of a third shift. 


Name 


Position_ 


Address. 
City 


@ Work Center 250 has only 4.3 weeks 
of work ahead. Better have Personnel 
transfer some of the skilled men to over- 
loaded departments. 

© Overall efficiency is low. Be sure to 
check Work Center 230 on next week’s 
report 

@ Performance is improving, though. 
Jackson rates a compliment. 

With facts like those, you know 
where you stand. You're never caught 
unawares. You can schedule production 
with informed decision. 

The McBee representative near you 
can quickly explain the Keysort method 
and the Work Load Summary. Ask him 
to drop in. Or mail the coupon below. 


THE McBEE COMPANY, LTD. 
11 Bermondsey Road, Toronto 13, Ont, 
Please send me details on 
McBee’s production control methods. 


cree eee 
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Developing An Investment Policy 


Chartered accountants responsible for develop- 
ing an investment policy for corporation and 
institutional funds are invited to use the 
statistical and analytical services supplied by 
our organization. 


When investing personal funds, the same 
services are at your disposal. 


An enquiry to any of our offices will bring 
prompt attention to your investment problems. 


Stock Exchange Orders Executed 


Wood, Gundy & Company 
ig ca iN I NII NE i nn 


Torento Montreal Winnipeg Vancouver Halifax 
Quebec Ottawa Hamilton London, Ont. 
Kitchener Regina Edmonton Calgary 

London, Eng. Victoria Chicago New York 


For All Your 
Banking Requirements 


IMPERIAL 


"the bank that sewice built” 
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because 
Sundstrand finishes your figure 
work by sy every day! 


Your clients will thank you for recommending Sundstrand Accounting 
Machines because they can leave their offices by five every day — con- 
fident that the Accounting Department is up to the minute 


The truly versatile Sundstrand, recognized for its speed, simplicity and 
operating ease, gives your clients day-by-day accounting control and 
eliminates all month-end peaks. Work in balance every day is up to 
date at the month-end when it counts. 


Both you and your client will benefit if you let the Underwood Sund- 
strand sales representative help you make the next recommendation. 


Underwood Sundstrand 


ACCOUNTING MACHINE DIVISION 


Underwood Limited 


135 VICTORIA ST. TORONTO 


{ 
{ 
i 
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| ONE Track for Success 
but- WHICH TRACK? 


sd 
Ovi 


Success in one's life work 
in the Nineteen-Fifties — 
and after — depends upon 
choosing and staying on 
the right track! 


Some study accountancy and discover that they would 
be happier in a less exact science. Many young men 
study law and in a short time find that there are other 
fields in which they would be more sure of success. 


If you are one of these, why not branch off on another 
track now? 


What track? .. . Perhaps the profession of life under- 
writing is the answer for you. We shall be glad to help 
you arrive at the right answer and give you an aptitude 
test. If, in our judgment, you would make a better engi- 
neer, merchandiser, or doctor, we will say so frankly. 
But if tests prove that life underwriting is a good field 
for you we will give you thorough training and pay you 
while learning. 


BE SURE THAT YOU ARE ON THE RIGHT TRACK. 


For complete information write to: 


Norman E. McLeod, C.L.U., Assistant Superintendent of Agencies, 


THE MUTUAL LIFE OF CANADA 


WATERLOO, ONTARIO 
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For every business—large or 
small-—there’s an Underwood 
Sundstrand Adding-Figuring 
Machine with the famous 10- 
Key Keyboard that cuts errors 

. makes touch operation so 
easy. Anyone can learn in a 
few minutes. 


Without obligation, call Un- 
MANUALLY OPERATED 


derwood for a convincing dem- FIGURING MACHINE 
onstration . . . right in your 

own office . . . On your Own 

work. 





AUTOMATIC PRINTING 
CALCULATOR 





NEW, 10-KEY PORTABLE 
ELECTRIC ADDING-FIGURING 
MACHINE PORTABLE ELECTRIC 


; 10-KEY DUPLEX 
This Underwood Sundstrand adds, 





subtracts, gives credit balances and CHAN 
handles all kinds of figuring problems. INST 4 
10-Key Touch Method Keyboard is sslere oj 
“s0-easy-to Operate” . . . saves time knob. 
eliminates annoying errors. ent a 

e ations 

ADDING MACHINE DIVISION one ser 

a numbe 

Underwood Limited toy 
limit 

Head Office Sensim 





135 VICTORIA STREET, TORONTO AUTOMATIC PORTABLE 


Branches in All Principal Canadian Cities POSTING MACHINES 


MADE AND SERVICED BY THE MAKERS OF UNDERWOOD TYPEWRITERS 













Here at last is an accounting machine so swift, so 
efficient, so simple to operate, that it brings bigger savings 
to every job—does all jobs with unerring accuracy! 


The Sensimatic’s amazing effort-free speed comes from its 
exclusive sensing panel or “mechanical brain” that automatically 
directs it through every accounting operation. Its superior 
design makes the operator’s work easy. There is less 

to do—less to learn. Automatic controls, continuous visibility 
of work in progress, and complete keyboard control, 

reduce operations and chance of error—provide 

peak production on every accounting job. 


Get the facts today about Sensimatic’s astonishing 

record of low-cost, high-speed operation! Call 

the Burroughs office nearest you. It’s listed in the 

yellow pages of your telephone book. Burroughs Adding 
Machine of Canada, Limited, Windsor, Ontario. 


CHANGE JOBS 
INSTANTLY ...ata 
turn of the job selector 
knob. Any four differ- 
ent accounting oper- 
ations controlled by 
one sensing panel. Any 
number of panels can 
be used, so there’s no 
limit to the jobs a 
Sensimatic will do. 


WHEREVER THERE'S BUSINESS THERE'S | Burroughs 
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PRINTING COMPANY 
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A Complete Service 


1030 ST. ALEXANDER ST. - MONTREAL - Un6-2016 


Accounting Efficiency 


depends greatly on accessibility of records. Their 
preservation from Fire and Theft can only be assured 
in a reliable safe or vault. 


Consult us as to the type of safe protection 
advisable for you or your client. 


J.&J. TAYLOR Limite 
TORONTO SAFE works 


TORONTO - MONTREAL - WINNIPEG - VANCOUVER 


Sade SNES 


WITH CARBON INTERLEAVED 


LIST OF MEMBERS 


1952 - 53 


$1.00 a Copy 


SE now available 


from 


Save costly hours of unnecessary 
handling with "Custom Built'' snap- 
out carbon forms in every style for 


any job. The Canadian Institute 


Write or phone | of Chartered Accountants 


GENERAL PRINTERS | 10 Adelaide Street East 


LIMITED | Toronto 1, Ontario 


OSHAWA - TORONTO 
57 Simcoe St. S. 680 Bay St. 
DIAL 3-2233 EM. 3-0106 
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ELECTRONIC 
Accounting 


us 


Working 


for 


Business 


By combining the flexibility of punched cards with the 
versatility of electronic tubes, IBM Accounting has de- 
veloped more speed . . . greater ability to do the com- 
plete accounting job. Now it turns out regular work 
faster . . . prepares reports, records, and analyses never 
before available . . . quickly and economically. 


Experience has shown thousands of businessmen that 
IBM Punched Card Accounting is the best way to pro- 
cess accounting data . . . to produce the day-to-day 
records that business requires. IBM’s combination of 
electronic accounting machines and punched cards bring: 
the advantages of both to every industry. whether it b 
banking, brokerage, distribution, insurance, meat packing 


petroleum, railroad, or any other. 


One of IBM’s electronic machines is the Electronic 
Calculating Punch, pictured above. The continuous 
practical application of electronics to quantity-produced 


IBM machines is resulting in reduced costs to business 
.. . better service and better products. 


INTERNATIONAL BUSINESS MACHINES 
COMPANY LIMITED 


Don Mills Road, Toronto, 6. 









ENQUIRY: EM. 4-6481 
TORONTO ‘PHONE ORDER: EM. 4-8311 
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TWO WAYS 
TO CUT OVERHEAD 
FOR YOUR CLIENTS 


Whether you recommend 
that your client use G & T 
Carbon Sets that combine 
order, invoice, production 
and other forms with car- 
bons in one efficient, easily 
handled unit or the BANDA 
spirit method of duplicating 
order and billing forms, 
Grand & Toy can help you 
with fully detailed informa- 
tion. 


Samples on Request 


(F;RAND & TOY iimiteo 


6-14 Wellington Street West 
332 Bay St. 115 Yonge St. 
TORONTO 1, CANADA 








PRACTICE FOR SALE 

Large accounting practice for sale. 
Private practice, well established. Can 
be handled by one senior accountant 
with existing staff. Well appointed 
suite of offices. Price $50,000 cash, in- 
cluding office furniture and equipment. 
Owner retiring from practice. Large 
annual fee income. Located in North 
Eastern Ontario. Box 312, The Can- 
adian Chartered Accountant, 10 Ade- 
laide St. E., Toronto, Ont. 





PRACTICE WANTED 
Chartered accountant (40) with estab- 
lished practice wishes to purchase or 
acquire interest in practice in or near 
Toronto or Hamilton from accountant 
contemplating retirement now or in 
future. Write Box 308, The Canadian 
Chartered Accountant, 10 Adelaide St. 
E., Toronto, Ont 
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O, What a Falling-Off Is Here! 


NE of the most significant changes 

in the post-war motion picture has 

occurred in its conception of what a 
villain ought to be like. 

Time was, in the not too distant past, 
when the villain could be instantly re- 
cognized by special and exclusive char- 
acteristics, and even the little brothers of 
the Saturday matinee crowd had no diff- 
culty in telling the “bad guy” from the 
“good guy”. If he was a rich villain, 
he wore pointed patent leather shoes and 
conferred with his henchmen while rid- 
ing around in a chauffeur-driven black 
Packard. If he was villainous Western- 
style, his skin looked tough and leathery, 
he never took his hat off even in the 
presence of ladies, and he made at least 
two scoffing remarks within the first three 
minutes of his appearance. Indians of 
course were always savage. Even in the 
war pictures, when Cary Grant, all- 
American foreign correspondent, was sent 
to trap the local leader of the German 
underground, he and all the audience 
knew without question that he must hunt 
down a man wearing a monocle. And 
rich or poor, hiding out in Gopher 
Gulch or lurking at the council cham- 
bers of the nation’s leaders, the villain 
could always be counted on to smile with 
the corners of his mouth turned down- 
perhaps a silent throwback to the tragic 
masks of the ancient Greeks. 

These indeed were truths which all 
men held to. be self-evident, things in 
which every youngster could put his trust. 

But where are today’s villains and how 
do you tell a villain when you see one 
in a movie? Alas, the last four pictures 
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Sweetness and Light 


Ree EMT ASEM REN A IS! 


we were exposed to have left us in a 
state of demoralizing confusion. 

All the evil depicted in one Western 
was wrought by a kindly old itinerant 
preacher; in another the “bad guy” 
turned out to be a respectable representa- 
tive of a large oil company which was 
developing the Oklahoma oil fields. 


(Wait till our Calgary friends see that 
one!) What is more, the only people 
in the district intelligent enough to sus- 
pect him were the Navajo Indians. 


To try another variety of movie, we 
went to a mystery. Yes, the woman was 
almost killed by her husband whose 
female collaborator had been her very 
closest friend. Had either of them given 
an inkling of malice before the show- 
down? On the contrary, the husband 
had been constantly tender and the 
clear-eyed girl friend had often been 
shopping companion, fourth for bridge, 
and confidante to the victim. 


War pictures are out of vogue now, 
but we saw recently a TV film dealing 
with espionage in post-war Germany. 
Who turned out to be the ringleader to 
whom the secret documents were finally 
delivered? Why, the director of a home 
for destitute war orphans! 

Today's villain is not of a class apart 
but someone like you and me who might 
conceivably stroll through the park on a 
sunny day wheeling the youngest baby. 
Maybe it is the quiet gentleman next 
door or even the sweet old grandmother 
of the hero. Now how can anybody 
tell the “bad guy” from the “good guy” 
and rejoice when he gets his just come- 
uppance? Who dares trust the sympa- 
thetic expression on the face of the child- 
hood friend, the sparkling wit of the 
learned professor, or the harmless plati- 
tudes of the bank teller? Any one of 
them may be called before the Commit- 


PRACTICE WANTED 


Chartered accountant wishes to pur- 
chase accounting practice in Winnipeg. 
Partnership or agreement for succession 
will be considered. Box 313, The Can- 
adian Chartered Accountant, 10 Ade- 
laide St. E., Toronto, Ont. 


PARTNERSHIP 

A chartered accountant with a medium- 
sized practice would like to discuss a 
partnership with another chartered ac- 
countant who has a small or medium- 
sized practice in the Toronto area. 
Apply to Box 309, The Canadian 
Chartered Accountant, 10 Adelaide St. 
E., Toronto, Ont. 


POSITION OFFERED 

Large progressive retail organization 
has an opening for a smart, aggressive 
young man, age 24-27, preferably a 
C.A. or one with public accounting ex- 
perience. The man we are looking 
for must have the ability to eventually 
supervise a large office. Apply giving 
complete details to Box 316, The Cana- 
dian Chartered Accountant, 10 Adelaide 
St E., Toronto, Ont. 


C.A. WANTED 

Recent graduate interested in making 
public accounting his career wanted by 
young progressive firm of chartered ac- 
countants in Ottawa Reply in confi- 
dence stating experience, salary re- 
quired, etc. Box 311, The Canadian 
Chartered Accountant, 10 Adelaide St. 
E., Toronto, Ont. 


POSITION WANTED 
C.A., age 30, married, presently with 
international auditing firm, desires in- 
dustrial position in Toronto-Hamilton 
area. Chartered six years, tax and in- 
dustrial experience. Box 314, The 
Canadian Chartered Accountant, 10 
Adelaide St. E., Toronto, Ont. 
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ACCOUNTANT 

Large company with head office in 
Montreal have vacancy for young ac- 
countant. Applicant should be a quali- 
fied accountant preferably with some 
industrial experience. Good prospects 
exist in Montreal or in other company 
locations throughout Canada for ap- 
plicant with initiative and enthusiasm 
who wishes to make a career with a 
virile and growing industrial organiza- 
tion. Write, forwarding details of edu- 
cation, qualification, and experience to 
Box 310, The Canadian Chartered Ac- 
countant, 10 Adelaide St. E., Toronto, 
Ont. 


PRACTICE WANTED 
Toronto firm of chartered accountants 
wishes to acquire medium or small 
practice in Ontario. Partnership ar- 
rangement would be considered. Reply 
Box 315, The Canadian Chartered Ac- 
countant, 10 Adelaide St. E., Toronto, 
Ont. 


CHARTERED 
ACCOUNTANTS’ OFFICE 
We have openings available in our offi- 
ces in Toronto and London, Ontario, 
for students in accounts. Perlmutter, 
Orenstein & Co., 220 Bay St., Toronto; 
220 Dundas St., London. 


Just Published 
Bulletin No. 9 


The Use of the Term 
“Reserve” and Accounting 
for Reserves 


15 cents 


10 Adelaide St. East, Toronto, Ont. 
The Canadian Institute of 


Chartered Accountants 


Sweetness and Light 


tee on Un-American Activities before the 
story is played out. 

Frankly, these watered-down inoffcn- 
sive little villains leave us cold. They 
may provide a brief thrill of surprise 
to the jaded appetites of some adult 
movie-goers, but on behalf of the critical 
crowd which packs the local Bijou on 
Saturday afternoons, we vigorously pro- 
test that they have no place in fiction. 
The Age of the Common Man has been 
carried just one step too far. 


Figures And The Fair Sex 


ONTROVERSY over whether women 
should be admitted to the account- 
ing profession in Canada gave rise to 
heated debate all of 40 years ago. In 
the Free Press report on the 1913 con- 
vention which the Dominion Association 
of Chartered Accountants held in Win- 
nipeg, many views were expressed as to 
the wisdom or otherwise of admitting 
women to the profession. One wily Sas- 
katchewan delegate was all for deferring 
the question on the ground that, given 
time, the fair applicants would probably 
get married and retire from the field. 


Though women were knocking on the 
door nearly half a century ago, they did 
not enter the profession in any numbers 
until the shortage of male accountants 
became acute during the last world war. 
Prejudice against women chartered ac- 
countants persisted after it had given way 
in many other professions. Firms, while 
willing to article women clerks on their 
own account, still felt that there would 
be considerable resistance among their 
clients. Proof of the extent to which this 
prejudice has been overcome is the fact 
that the current president of the Prince 
Edward Island Institute is a woman, Mrs. 
E. P. MacPherson, believed to be the 
first woman in the world to hold such an 
office in the profession. 
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HIGHER ACCOUNTING 


and ALLIED SUBJECTS 
cought 


The SHAW way —_ the SURE way 


Write to Dept. CA for Catalogue and any special information you desire. 


SHAW SCHOOLS 


Head Office: 1130 Bay Street, Toronto Ki. 3165-6-7 


SMITH, RAE, GREER, SEDGWICK, WATSON & THOM 
Barristers and Solicitors 


50 King Street West . . . Toronto 1, Ont. 


STAPELLS, SEWELL, STAPELLS and BRUCE 
Barristers and Solicitors 


112 Yonge Street - - - - Toronto 1, Ont. 


ROSS & ROBINSON 
Barristers and Solicitors 


Canadian Bank of Commerce Chambers Hamilton, Ont 


PITBLADC, HOSKIN, GRUNDY. BENNEST & DRUMMOND-HAY. 
PITBLADO, HOSKIN, McEWEN, ALSAKER, HUNTER & SWEATMAN 
Barristers and Solicitors 


Hamilton Building, 395 Main Street Winnipeg, Man. 


CAMPNEY, OWEN, MURPHY & OWEN 


Barristers & Solicitors 


744 Hastings Street West - - e Vancouver 1, B.C. 
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DIGNAN & MORTON 
Barristers and Solicitors 


Bloor Street & St. Clarens Avenue Toronto 4, Ont. 


H. MEYER GOODMAN & WOLFE D. GOODMAN 
Barristers and Solicitors 


88 Richmond Street West Toronto 1, Ont. 


McLAUGHLIN, MACAULAY, MAY & SOWARD 
Barristers and Solicitors 


302 Bay Street Toronto 1, Ont. 


PLAXTON & COMPANY 
Barristers and Solicitors 


Suite 1207, 320 Bay Street Toronto 1, Ont. 


Save time with 


Mul. tigraph 


SIMPLIFIED BUSINESS SYSTEMS 


Office tasks that used to mean delays — assemb- 
ling, inter-leaving and correcting carbon copies, 
needless typing and retyping — are eliminated by 
Multigraph's exclusive Multilith process and new re- 
producing masters. Multigraph saves time — saves 
money. 


ADBDRESSOGRAPH-MULTIGRAPH 


of Canada Limited 
TORONTO ONTARIO 


Sales and Service Branches Across Canada 
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Our Commercial Letter contains each month 
, a survey of the current economic climate, 
articles dealing with specific aspects of 
Canadian commerce and industry, a con- 
cise review of foreign trade developments 


and a statistical summary of commercial 
and industrial activity. 


A postcard or letter will place 


your name on our mailing list. 


The Canadian Bank of Commerce 


HEAD OFFICE: TORONTO 


69.2 
McMICHAEL, COMMON, HOWARD, KER & CATE 


Barristers and Solicitors 
Royal Bank Building Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


Bagristers and Solicitors 
464 St. John Street 


Montreal 1, Que. 


STIKEMAN & ELLIOTT 


Barristers and Solicitors 


505 Bank of Canada Building Montreal 1, Que. 


BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 


Barristers and Solicitors 
25 King Street West Toronto 1, Ont. 
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Security Valuations... 


Chartered accountants and company executives 
requiring valuations of, or information on investment 
securities, are invited to communicate with us. 

Any of our offices will give prompt attention to 


such requests. 


A. E. Ames & Co. 
Limited 
Investment Dealers—Business Established 1889 


TORONTO MONTREAL WINNIPEG VANCOUVER VICTORIA LONDON OTTAWA 


HAMILTON KITCHENER QWEN SOUND ST. CATHARINES QUEBEC 
NEW YORK BOSTON LONDON, ENG. 


STEWART, SMITH, MACKEEN, COVERT, ROGERS, 
SPERRY & COWAN 


Barristers and Solicitors 


Roy Building - - - - - Halifax, N.S 


QUAIN, BELL & GILLIES 
Barristers and Solicitors 


56 Sparks Street - = . . Ottawa, Ont. 


DIXON, CLAXTON, SENECAL, TURNBULL & MITCHELL 
Barristers and Solicitors 


Bank of Canada Building - - - Montreal 1, Que 


DUQUET & MACKAY 


Barristers and Solicitors 


360 St. James Street West - - - Montreal 1, Que. 
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COMMENT AND OPINION 


Report on the Companies Act 
— report of the Special Committee 
of the C.I.C.A. to consider the 
Canadian Companies Act, 1934, was com- 
pleted on February 20, 1953, and is pub- 
lished in this issue. It is an important 


document, and one which may be ex- 
pected to exert a considerable influence 
on the company law of Canada and of 
the Provinces. The report is the culmina- 
tion of the efforts of the eight members 
of the committee, who held their first 
meeting in September, 1951 and have had 


some 50 meetings since, the last of them 
in February of 1953. The views and 
proposals of the members of the com- 
mittee have been considered, reconsider- 
ed, and reconsidered again, in some 
cases five or six times. An earlier draft 
of the report was submitted last June to 
each of the ten provincial Institutes and 
the views and criticisms which were ex- 
pressed by accountants in all parts of 
Canada were subject to the most thorough 
discussion and analysis before their ac- 
ceptance or rejection. In consequence of 
all this, it may be stated with confidence 
that the report of the committee repre- 
sents the views of the profession in 
Canada today. 

The twin themes which run through 
the committee's report are, one, fuller 
disclosure and, two, fair presentation of 
financial reports. In these respects the 
committee’s recommendations are in har- 
mony with the trend of accounting 
throughout its history but a trend which 
has received an enormous impetus due 
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to developments of the past twenty 
years. Thus the committee's recommen- 
dations, while far more elaborate than the 
requirements of the Companies Act, are 
by no means in advance of the best ac- 
counting practice. 


The report has five divisions. The 
first deals with the books and records 
which are to be kept and where they are 
to be kept. The second deals with 
annual financial statements and is no 
doubt the most important and far-reach- 
ing portion of the committee’s report. 
Here are spelled out in detail the mini- 
mum matters which must be disclosed, 
and the committee strives to ensure clar- 
ity of presentation both by precision in 
terminology and, in the case of that much 
abused term “‘reserves”’, by definition. Far 
greater disclosure of financial relations 
and transactions between a company and 
its subsidiaries and affiliates is called for 
by the committee, and for the first time 
clear definitions of the terms “‘subsidiary 
company” and “affiliated company” are 
provided. The committee recommends 
that henceforth financial statements 
should recognize only two categories of 
“surplus”, namely ‘earned surplus’’ and 
“contributed surplus”. Such terms as 
“capital surplus”, “distributable surplus”, 
and other adjectival surpluses will, if the 
committee’s views are adopted, lack future 
recognition in the law. The committee 
also recommends that any change in ac- 
counting principle or practice which 
affects comparability of successive finan- 
cial statements should be disclosed by way 
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of note to the financial statements, and 
that other information necessary to ex- 
plain entries in the financial statements 
should similarly be stated by footnote. 


In the matter of obligatory consolida- 
tion of financial statements the com- 
mittee has taken a half-way stand. While 
conceding that consolidated financial 
statements give the truest picture of the 
financial position in the great majority of 
cases, the committee recognizes that there 
are exceptional cases where this is not 
true. It accordingly recommends that 
where consolidated statements are not 
published the holding company must in- 
clude in its financial statements an addi- 
tional statement in respect of its non-con- 
solidated subsidiaries which will set 
out all the information necessary to the 
presentation of a fair picture. In par- 
ticular the committee would require a 
holding company to make full disclosure 
of its proportionate share in the profits 
as distinct from the dividends received 
therefrom, which may be considerably 
less. This recommendation is regarded 
by the committee as extremely important. 
If adopted, it will ensure that share- 
holders are in a better position to assess 
the true value of their investment — 
which, unfortunately, is not the case now. 


Another matter much debated by the 
committee was that of disclosure of com- 
parative figures and sales (or gross re- 
venue), a very contentious issue. The 
committee’s opinion is that, desirable as 
this may be, disclosure of these figures is 
not necessary to the fair presentation of a 
company’s affairs, and the committee 
therefore makes no recommendation. 


The third part of the committee's re- 
port deals with auditors and the auditor’s 
report. The committee recommends that 
provision should be made for the removal 
of an auditor during his year of office on 
a two-thirds vote of the shareholders at a 
special meeting called for that purpose. 
It recommends that the qualifications for 









appointment as auditor of a public com- 
pany should be narrowed to ensure the 
independence of the auditor. It would 
give private companies greater freedom 
than public companies in the choice of 
auditor, subject, however, to full dis- 
closure if the auditor is a director, officer, 
or employee of the company. Private 
companies which are subsidiaries of Cana- 
dian public companies would, however, 
be allowed no greater freedom in the 
selection of their auditors than public 
companies. The committee further re- 
commends that a company’s auditor 
should be entitled to attend any meeting 
of shareholders and to be heard on any 
matter brought before the meeting which 
concerns him as auditor. Dealing with 
the form of the auditor's report the com- 
mittee believes that the report should be 
as short as possible so as to give greater 
emphasis to any qualifications that the 
auditor may be called upon to make. 

The fourth part of the committee's re- 
port deals with the accounting provisions 
for prospectuses, which, the committee 
concedes, may not be of wide import- 
ance in view of the securities legislation 
of most of the Provinces. Here again 
the committee was much concerned with 
the problem of consolidating or not con- 
solidating the financial statements of the 
issuing company with its subsidiaries, and 
it arrives at a similar solution to that 
which it came to in the case of annual 
financial statements. That is, where con- 
solidated statements are not published in 
the prospectus an additional statement 
must be included giving the relevant in- 
formation in respect to the non-consoli- 
dated subsidiaries. 

The fifth and final part of the report is 
headed Miscellaneous. Under this head 
the committee disapproves of the crea- 
tion of a so-called distributable surplus 
on the issue of no-par-value shares, and 
calls for proper disclosure where shares 
are issued for property or services. The 
committee recommends that redemption 
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of preferred shares should be prohibited 
when a company is insolvent or if the 
redemption would render it insolvent. 
Speculation by the directors of a company 
in the company’s shares and securities 
should, in the committee’s opinion, be 
fully disclosed by the directors to the 
shareholders at each annual meeting. The 
committee would also prohibit a subsidi- 
ary company from acquiring any shares 
in its holding company and, if it already 
owns shares therein, from voting them. 

It will be gathered from the foregoing 
summary of some of the recommendations 
that though the committee has laboured 
mightily it has produced commensurate 
results. As mentioned in an earlier issue 


it appears altogether likely that the On- 
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tario Legislature will adopt a very large 
portion of the committee’s recommenda- 
tions in the new Ontario Corporations 
Act, and it is confidently hoped that 
the report will commend itself to 
each of the other nine provincial In- 
stitutes, and that they will urge it upon 
their respective legislatures for enact- 
ment. The C.I.C.A. submitted the report, 
before inclusion of the prospectus re- 
commendations, to the Dominion-Provin- 
cial Conference on Company Law, and 
judging from the reception which it re- 
ceived there the Provincial Institutes will 
receive a sympathetic response when they 
urge the adoption of the committee's re- 
commendations upon their provincial 
governments. 





REPORT OF THE COMMITTEE 
ON THE CANADIAN COMPANIES ACT 


INTRODUCTION 


The present Companies Act was enacted in 1934 and, with the exception 
of certain amendments passed in 1935, it has remained unchanged. In 1938 
a preliminary draft of a model Act (hereinafter referred to as the Draft Act) 
was produced by a joint committee on company law convened as a result 
of a resolution passed at a Dominion-Provincial Conference held in 1935. 
The Draft Act, while not regarded as the final recommendation of the joint 
committee, was a first step towards the preparation of a model Act for use 
as a basis for uniform action on the part of the governments of Canada and 
of the various Provinces. Uniformity of company legislation throughout Canada 
is an objective which this committee believes to be eminently desirable and 
towards which it is willing to lend its active support. 


In 1946, the Post-War Planning Committee of The Canadian Institute of 
Chartered Accountants prepared a report entitled “Review of the Dominion 
Companies Act, 1934’. Since then the British Companies Act, 1948, has 
been enacted and the regulations of the Securities and Exchange Commission 
in the United States governing contents of financial statements have been 
considerably amended. In addition, in 1946 the Committee on Accounting 
and Auditing Research of The Canadian Institute of Chartered Accountants 
issued a bulletin entitled ‘“‘A Statement of Standards of Disclosure in Annual 
Financial Statements of Manufacturing and Mercantile Companies’. Undoubt- 
edly the outstanding feature common to all these enactments and pronounce- 
ments is the greater degree of disclosure called for in the annual accounts of 
companies. This Committee is fully in accord with this trend towards fuller 
disclosute and views it as the most important aspect in which the present 
federal and provincial laws are outmoded. 


In its deliberations this Committee confined itself to matters closely affecting 
the practice of public accounting. In many instances the recommendations 
made by the Committee are framed in the form of suggested amendments to 
the present Act. This has been done because it was considered to be the most 
simple and clear method of presenting the views of the Committee and it is 
not represented that the wording used in those recommendations will necessar- 
ily stand the tests of legal interpretation. 
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REPORT OF THE COMMITTEE 
ON THE CANADIAN COMPANIES ACT 


I. BOOKS AND RECORDS 
1. TITLE 


The chief provisions of the Companies Act dealing with books of account 
begin at s. 111 under the title “Accounts and Audit”. The Draft Act contains 
similar provisions beginning at s. 104 under the title ‘‘Accounts, Balance Sheets 
and Audits”. In the British Companies Act, 1948, the title “Accounts and 
Audits” is used. 


Recommendation: We recommend that the title “Accounts and Audits” be 
retained. 


2. WHAT BOOKS OR RECORDS TO BE KEPT 


Section 111(1) of the Companies Act provides: 
(1) Every company shall cause to be kept books of accounts with respect to— 
(a) all sums of money received and expended by the company and the 
matters in respect of which the receipt and expenditure takes place; 
(b) all sales and purchases by the company; 
(c) the assets and liabilities of the company; 
(d) all other transactions affecting the financial position of the company. 


In the corresponding provision (s.104(1)) of the Draft Act the intro- 

ductory portion of the subsection reads as follows: 

(1) Every company shall cause to be kept proper books of accounts with 
respect to all financial and other transactions of the company and without 
derogating from the generality of the foregoing records of— 

(followed by paragraphs (a), (b), and (c) as above). 


We prefer the introduction used in the Draft Act with the substitution of 
the words “accounting records” for the words ‘books of account” in order to 
ensure that all types of modern accounting records will be covered by the enact- 
ments. We also suggest that in paragraph (a) the words “received and dis- 
bursed”” should be substituted for the words “received and expended”. 
Recommendation: We accordingly recommend that the revised subsection 
provide as follows: 

(1) Every company shall cause to be kept proper accounting records with 

respect to all financial and other transactions of the company and without 
derogating from the generality of the foregoing records of — 
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(a) all sums of money received and disbursed by the company and the 
matters in respect of which the receipt and disbursement takes place; 

(b) all sales and purchases by the company; 

(c) the assets and liabilivies of the company; 

(d) all other transactions affecting the financial position of the company. 


3. WHERE RECORDS TO BE KEPT 


Section 111(2) of the Companies Act requires a company’s books of 
account to be kept at its head office or at such other place in Canada as the 
directors think fit. Section 104(2) of the Draft Act does not limit the alterna- 
tive location to a place in Canada, but requires (1) a resolution of the directors 
authorizing the books to be kept at some other place than the company’s head 
office, and (2) the filing of such resolution with and its approval by the Secretary 
of State. Moreover, such subsection authorizes the Secretary of State to 
prescribe the conditions under which his approval is given and to annul any . 
approval so given by him. 

Section 111(3) of the Companies Act provides that where a company’s 
operating accounts are kept outside Canada “comprehensive records’ (which 
presumably means “summaries’’) shall be kept at its head office, and the 
Draft Act contains a similar requirement in s. 104(3) where the company’s 
operating accounts are not kept at its head office or place approved by the 
Secretary of State. 

We are of the opinion — 

(a) that the provisions of s. 104(2) of the Draft Act requiring a resolution 
of the directors and the approval of the Secretary of State to any departure from 
the general rule that the company’s records shall be kept at its head office ought 
to be adopted; 

(b) that a company which carries on operations at some place other than 
its head office or registered office be allowed to keep subsidiary records pertain- 
ing to those operations at the place where they are carried on, without register- 
ing such place or obtaining the specific permission of the Secretary of State, 
but in such case the company should be required to transmit periodical sum- 
maries of such subsidiary records to its head or registered office at reasonable 
intervals. 


Recommendation: We accordingly recommend that the enactment provide 
somewhat as follows: 


(2) The accounting records referred to in subsection (1) of this section 

shall at all times be open to inspection by any director and except as 
provided in subsections (3) and (4) of this section shall be kept at 
the head office of the company. 
Any company may keep at any place where it carries on business such 
proportion of the accounting records as relate to the operations and 
assets and liabilities thereof or to such business of the company as may 
be carried on or supervised or accounted for at such place provided there 
shall be kept at the head office of the company or such other place as 
may be authorized under subsection (4) of this section such compre- 
hensive records as will enable the directors to ascertain quarterly with 
reasonable accuracy the financial position of the company. 

(4) The directors may by resolution provide that the accounting records be 
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kept at some place specified therein but no such resolution shall have 
any force or effect unless and until the same has been filed with and 
approved by the Secretary of State, and upon giving any such approval 
the Secretary of State may prescribe the conditions under which such 
approval is given, which shall be binding upon the company and its 
directors; and the Secretary of State may, at any time by notice in writing 
addressed to the company, annul any approval so given by him as and 
from a date to be fixed by him, and upon the service of any such notice 
the resolution to which such approval relates shall cease to have any 
force or effect as and from the date fixed for that purpose in the notice. 


II. ANNUAL ACCOUNTS 
1. STATEMENTS, ETC., TO BE PRESENTED AT ANNUAL MEETINGS 

The present provisions contained in s. 112(1) of the Companies Act 
and those of s. 105(1) of the Draft Act respecting the statements and reports 
to be laid before every annual meeting of a company are satisfactory in general, 
but would, in our opinion, be improved by the following suggested changes: 

(1) For convenience of reference throughout the statute, the statement of 
profit and loss, the statement of surplus, and the balance sheet of a company 
should together be described as the “‘financial statements” of the company. 

(2) The statement of profit and loss, which is rapidly assuming, if it 
has not already assumed, the place of first importance in the list of financial 
statements and reports, should for that reason be placed first in the list of 
such statements. 

(3) The requirement of s. 105(1)(a) of the Draft Act, viz that the 
balance sheet may be made up to a date not more than 6 months before the 
annual meeting, is preferable to the requirement of s. 112(1)(a) of the 
Companies Act that it shall be made up to a date not more than four months 
before such annual meeting (except for companies whose business is carried 
on outside of Canada which are allowed a six months period). 

(4) The statutory requirements respecting the contents of the statement of 
surplus should be set out in a separate subsection, as is the case with the 
other financial statements. 

(5) While the financial statements of a company are here described as 
the statement of profit and loss, the statement of surplus and the balance 
sheet, we do not, by adopting that usage, intend to imply that other descriptive 
terms for these statements are not equally appropriate, and, in some cases, 
even preferable. 

Recommendation: We accordingly recommend that the enactment should 
read somewhat as follows: 

(1) At each annual meeting the directors shall lay before the company— 

(a) the financial statements for the period commencing on the date of 
incorporation and ending not more than six months before such 
annual meeting, or commencing immediately after the period covered 
by the previous financial statements and ending not more than six 
months before such annual meeting, as the case may be, made up of, 

(i) a statement of profit and loss for such period, 


(ii) a statement of surplus for such period, 
(iii) a balance sheet made up to the end of such period; 
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(b) the report of the auditor or auditors; 

(c) such further information respecting the financial position of the 
company as the letters patent, supplementary letters patent or by-laws 
of the company require. 

(2) The financial statements laid before each annual meeting shall comply 
with the provisions of sections ...,... .. ., but it shall not 
be necessary to designate them the statement of profit and loss, the 
statement of surplus and the balance sheet. 


2. MINIMUM REQUIREMENTS OF FINANCIAL STATEMENTS 


(i) GENERAL 


The outstanding trend in accounting thought over the past few decades, 
in this country, and in Great Britain and the United States as well, is towards 
fuller disclosure in the annual accounts of a company. This development is 
forcibly illustrated by the more stringent requirements of the British Companies 
Act of 1948 as compared with those of the British Act of 1929, and in the 
U.S.A. by the regulations of the Securities and Exchange Commission. While 
there is no doubt that the Canadian Companies Act, 1934, was an advanced 
piece of legislation at the time of its enactment so far as its requirements for 
disclosure in annual accounts were concerned, the same cannot be said of it 
today. 

The Canadian Institute of Chartered Accountants has sought, by means of 
periodic pronouncements and in other ways, to encourage the trend towards 
greater disclosure, believing as it does that full disclosure is in the interests 
both of the shareholders of companies and of the public at large. We are of 
the opinion that the statute itself should require a degree of disclosure in keep- 
ing with at least the minimum standards recommended by the Committee on 
Accounting and Auditing Research of The Canadian Institute of Chartered 
Accountants in its published pronouncements. It is with this object in mind 
that the following recommendations are made. 


(ii) TERMINOLOGY AND DEFINITIONS 
(4) Subsidiary Company and Affiliated Company 

A subsidiary company is defined by s. 115 of the Companies Act and by 
s. 2(2) of the Draft Act. In our opinion the definition contained in the 
former is the preferable one but should be revised to include companies which 
are subsidiaries of subsidiary companies as therein defined as well as com- 
panies which are controlled by two or more subsidiary companies, and we so 
recommend. Moreover, we have employed the term “affiliated company’ in 
several of our recommendations and a definition of that expression should 
therefore, we believe, be provided. Because of the relationship which exists 
between subsidiaries, holding companies and affiliated companies, it is desirable 
that these definitions be grouped together in the Act. 


1 The reference is to the sections of the Act which will embody the provisions shown 
on pages 156 to 162 of this report, i.e. those respecting the contents of the statement of 
profit and loss, the statement of surplus, the balance sheet, notes to financial statements 
and holding companies. 
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Recommendation: We accordingly recommend the enactment of the 
following provisions: 


(1) Subsidiary Compamy—For the purposes of this Act a company shall be 
deemed to be the subsidiary of another company if, but only if,— 

(a) it is controlled by 

(i) that other; or 

(ii) that other and one or more companies each of which is con- 
trolled by that other; or 

(iii) two or more companies each of which is controlled by that 
other; or 

(b) it is a subsidiary of a company which is that other's subsidiary. 

(2) Holding Company—For the purposes of this Act a company shall be 
deemed to be another’s holding company if, but only if, that other is 
its subsidiary. 

(3) Affiliated Company—For the purposes of this Act one company shall 
be deemed to be affiliated to another company if, but only if, one of them 
is the subsidiary of the other or both are subsidiaries of the same company 
or each of them is controlled by the same person. 

Control—For the purposes of this section a company shall be deemed 

to be controlled by another company or person or by two or more com- 

panies if, but only if,— 

(a) shares of the first-mentioned company carrying more than 50% of 
the votes for the election of directors are held (otherwise than by 
way of security only) by or for the benefit of such other company 
or person or by or for the benefit of such other companies, 

and 

(b) the votes carried by such shares are sufficient, if exercised, to elect 
a majority of the board of directors of the first-mentioned company. 


(4) Reserves 


The disclosure of reserves is of vital importance to the fair presentation 
of a company’s financial position and the results of its operations. But what is 
a “reserve”? In practice the word has been employed in such widely varying 
meanings as to have created confusion. In our opinion, which is in accord with 
the views of the Research Committee of The Canadian Institute of Chartered 
Accountants, the term “‘reserve’’ should be used only to describe a reservation out 
of a company’s earned surplus which has been appropriated at the discretion of 
its management, or reservations out of a company’s earned surplus made in 
accordance with the terms of a contract, such as one calling for a “Sinking 
Fund Reserve’ or reservations out of earned surplus made pursuant to the 
charter or by-laws of the company which reservations can at a later date be 
restored to its earned surplus. The term “reserve” should not be used to 
describe amounts which proper accounting practice require to be charged 
against revenue in the determination of the net profit for the year, e.g. pro- 
visions for estimated uncollectible accounts receivable, or for depreciation and 
depletion, or for estimated liabilities; nor should the term “‘reserve’’ be used to 
describe the balances in such accounts. 


Recommendation: We accordingly recommend that a provision to the 
following effect be enacted: 
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In the financial statements of a company the term “reserve” shall be used 

only to describe 

(a) amounts appropriated from earned surplus at the discretion of management 
for some purpose other than to meet a liability or contingency known 
or admitted or a commitment made as at the statement date or a decline 
in value of an asset which has already occurred, 
amounts appropriated from earned surplus pursuant to the instrument of 
incorporation or by-laws of a company for some purpose other than to 
meet a liability or contingency known or admitted or a commitment made 
as at the statement date or a decline in value of an asset which has 
already occurred, and 
amounts appropriated from earned surplus in accordance with the terms 
of a contract and which can be restored to earned surplus when the 
conditions of the contract are fulfilled. 


(iii) STATEMENT OF PROFIT AND LOSS 
(See s. 113(1) (2) and (3) of Companies Act; 
s. 106(1), (2) and (3) of Draft Act) 


Recommendation: We recommend that the provision respecting the con- 
tents of a statement of profit and loss should be set out somewhat as follows: 


(1) Every statement of profit and loss shall be drawn up so as to present 
fairly the results of the operations of the company for the period covered 
by the statement and so as to distinguish severally at least the following 
items, namely— 

(a) the amount of the operating profit or loss before including or pro- 
viding for other items of income or expense which are shown 
separately; 

(b) the amount of income from investments in subsidiaries whose 
financial statements are not consolidated with those of the company; 

(c) the amount of income from investments in affiliated companies other 
than subsidiaries; 
the amount of income from other investments; 
the amount of non-recurring profits and losses of a significant 
amount, including profits or losses on the disposal of capital assets 
and other items of a special nature insofar as they are not shown 
separately in the statement of earned surplus; 

(£) the amount provided for depreciation (including obsolescence) and 
depletion of capital assets; 

(g) the amount provided for amortization of intangible assets insofar 
as they are not shown separately in the statement of earned surplus; 

(h) the amount of the interest on indebtedness initially incurred for a 
term of more than one year, including amortization of debt discount 
or premium and expense; 

(i) the total amount of remuneration of directors from the company and 
subsidiaries whose financial statements are consolidated with those 
of the company, inclusive of all salaries, bonuses, fees, contributions 
to pension funds, and other emoluments; 

(j) the amount of taxes on income imposed by any taxing authority; 

(k) the amount of the net profit or loss for the financial period. 

Notwithstanding the provisions of subsection (1), items of the natures 

described in paragraphs (f), (g) and (i) of such subsection may be 

shown by way of note. 
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(iv) STATEMENT OF SURPLUS 
(See s. 112 (1) (¢) Companies Act, s. 105 (1) (¢) Draft Act) 
Recommendation: We recommend that the provisions respecting the con- 

tents of the statement of surplus should be set out somewhat as follows: 


(1) Every statement of surplus shall be drawn up so as to present fairly the 
transactions reflected in such statement, and shall show separately a state- 
ment of earned surplus and a statement of contributed surplus. 
(2) Every statement of earned surplus shall be drawn up so as to distinguish 
severally at least the following items: 
(a) the balance of such surplus at the end of the preceding financial 
period; 
(b) the additions to and deductions from such surplus during the finan- 
cial period and without restricting the generality of the foregoing 
at least the following: 
(i) the amount of the net profit or loss for the financial period, 
(ii) the amount of dividends declared therefrom on each class of 
shares, 
(iii) the amount transferred to or from reserves; 
(c) the balance of such surplus at the end of the financial period. 
(3) Every statement of contributed surplus shall be drawn up so as to dis- 
tinguish severally the following items: 
(a) the balance of such surplus at the end of the preceding financial 
period; 
(b) the additions to and deductions from such surplus during the finan- 
cial period, including: 
(i) the amount of surplus arising from the issue, redemption or 
alteration of the company’s share capital, showing separately?: 
(A) the amount of premiums received on the issue of share 
capital at a premium, 

(B) the amount of surplus arising from the conversion of 
shares of one class into shares of another class, 

(C) the amount of discount realized on the redemption or 
purchase for cancellation of any share capital; 

(ii) donations of cash or other assets by shareholders; 

(c) the balance of such surplus at the end of the financial period. 






































(v) BALANCE SHEET 
(s. 112(2) to (5) Companies Act; s. 105(2) to (5) Draft Act) 
Recommendation: We recommend that the provision respecting the contents 

of balance sheets be set out somewhat as follows: 


(1) Every balance sheet shall be drawn up so as to present fairly the financial 
position of the company as at the date to which it is made up and so as 
to distinguish severally at least the following, namely: 









If the statute contains a provision permitting a company to set aside as surplus any 
part of the consideration received on the issue of no-par-value shares (cf. s. 12(7) of 
the present Companies Act), which we believe undesirable (see our recommendation 
on page 172 of this report), the following paragraph should be inserted as paragraph 
(B) of subsection (3) (b) (i), and paragraphs (B) and (C) as presently shown 
be re-lettered as paragraphs (C) and (D): 
“the amount of the consideration for the issue of shares of no par 

value set aside as surplus”. 
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(a) cash; 

(b) debts owing to the company from its directors, officers and share- 
holders respectively, except debts of reasonable amount arising in 
the ordinary course of the company’s business which are not overdue 
having regard to the company’s ordinary terms of credit; 

(c) debts owing to the company, whether on account of a loan or 
otherwise, from subsidiaries whose financial statements are not con- 
solidated with those of the company; 

(d) debts owing to the company, whether on account of a loan or 
otherwise, from affiliated companies other than subsidiaries; 

(e) other debts owing to the company, segregating those which arise 
otherwise than in the ordinary course of the company’s business; 

(f) shares or other securities (except those referred to in paragraphs 
(h) and (i) ) stating their nature and the basis of valuation thereof 
and showing separately marketable securities with a notation of 
their market value; 

(g) inventory, stating the basis of valuation; 

(h) shares or other securities of subsidiaries stating the basis of valuation; 

(i) shares or other securities of affiliated companies other than subsidiaries 
stating the basis of valuation; 

(j) land, buildings, plant and equipment, stating the basis of valuation, 
whether cost or otherwise, and, if valued on the basis of an appraisal, 
the date of appraisal, the name of the appraiser, the basis of the 
appraisal value and the disposition in the accounts of the company 
of any amounts added to or deducted from such assets on appraisal 
within a period of twenty years preceding the date of the balance 
sheet; also the amount or amounts accumulated in respect of depre- 
ciation (including obsolescence) and depletion; 

(k) insofar as they are not written off, expenditures made on account 
of future business; bd 

(1) insofar as they are not written off, expenses incurred in connection 
with any issue of share capital; 

(m) insofar as they are not written off, expenses incurred in connection 
with any issue of bonds, debentures or other funded debt including 
any discount thereon; 

(n) insofar as they are not written off, goodwill, franchises, patents, 
copyrights, trademarks, and other intangible assets and the amounts, 
if any, by which the value of any such assets has been written up 
since January 1, 1934; 

(o) the aggregate amount of any outstanding loans under paragraphs 
(c), (d) and (e) of subsection one of section fifteen of this Act [i.e. 
the Companies Act, 1934); 

(p) bank loans and overdrafts; 

(q) debts owing by the company on account of loans from its directors, 
officers, and shareholders; 

(rt) debts owing by the company, whether on account of a loan or 
otherwise to subsidiaries; 

(s) debts owing by the company whether on account of a loan or 
otherwise to affiliated companies other than subsidiaries; 

(t) other debts owing by the company segregating those that arise 

otherwise than in the ordinary course of the company’s business; 

liability for taxes, including the estimated liability for taxes in respect 
of the income of the period covered by the statement of profit and 


loss; 


~ 
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(v) dividends declared but not paid; 

(w) deferred income; 

(x) bonds, debentures and other funded debt, stating the interest rate, 
the maturity date, the amount outstanding and the existence of sink- 
ing funds and redemption requirements, if any; 

(y) the authorized capital, giving the number of each class of shares, 
and a brief description of each such class and indicating therein any 
class of shares which is redeemable and the redemption price thereof; 
the issued capital, giving the number of shares of each class issued 
and outstanding and the amount received therefor which is attribu- 
table to capital, showing 

(i) the number of shares of each class issued since the date of the 
last balance sheet and the value attributed thereto, distinguishing 
shares issued for cash, shares issued for services and shares issued 
for other consideration; 

and 

(ii) where any shares have not been fully paid, 

(A) the number of shares in respect of which calls have not 
been made and the aggregate amount that has not been 
called, and 

(B) the number of shares in respect of which calls have been 
made and not paid and the aggregate amount that has 
been called and not paid; 

(aa) contributed surplus; 

(ab) earned surplus; 

(ac) reserves, showing the amounts added thereto and the amounts de- 
ducted therefrom during the financial period. 

(2) Notwithstanding the provisions of subsection (1), explanatory informa- 
tion or particulars required by any paragraph of the said subsection may 
be shown by way of note. 


~ 


(z 


3. NOTES TO FINANCIAL STATEMENTS 


In our recommendations respecting the contents of financial statements 
it will be observed that we have in each case employed the expression ‘‘presents 
fairly”. In order to ensure that a financial statement presents fairly the results 
of a company’s operations and its financial position it is of fundamental im- 
portance that any change in the application of accounting principles or practice 
which affects the comparability of the statements with those of the preceding 
period should be stated in the accounts, and also its effect if significant. 


We are also of opinion that disclosure should be required to be made 
of certain matters which may arise in relation to the information presented in 
the financial statements. 


Recommendation: We accordingly recommend that a provision be enacted 
somewhat as follows: 


(1) There shall be stated by way of note to the financial statements particulars 
of any change in accounting principle or practice or in the method of 
applying any accounting principle or practice made during the period 
covered which affects comparability of any of the statements with any 
of those for the preceding period, and the effect, if material, of any 
such change upon the profit or loss for the period. 
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(2) Where applicable, the following matters shall be referred to in the 
financial statements or by way of note thereto: 

(a) the basis of conversion of amounts from currencies other than the 
currency in which the financial statements are expressed; 

(b) foreign currency restrictions which affect the availability of the 
assets of the company; 

(c) contractual obligations which will require abnormal expenditures in 
relation to the company’s normal business requirements or financial 
position or which are likely to involve losses not provided for 
in the accounts; 
material contractual obligations in respect of long-term leases, 
including, in the year in which the transaction was effected, the 
the principal details of any sale-and-lease transaction; 

(e) contingent liabilities, stating their mature and, where practicable, 

the approximate amounts involved; 

(f) any liability secured otherwise than by operation of law on any 
asset of the company, stating the liability so secured, but it shall 
not be necessary to specify the asset on which the liability is secured; 

(g) any default of the company in principal, interest, sinking fund or 
redemption provisions with respect to any issue of its securities or 
credit agreements; 

(h) the gross amount of arrears of dividend on any class of shares 
and the date to which such dividends were last paid; 

(i) where a company has contracted to issue shares or has given an 
option to purchase shares, the class and number of shares affected, 
the price, and the date for issue of the shares or exercise of the 
option; 

(j) the total amount of remuneration of directors of a holding company 
from any subsidiary or subsidiaries whose financial statements are 
not consolidated with those of the holding company, inclusive of 
all salaries, bonuses, fees, contributions to pension funds, and 
other emoluments; 

(k) in the case of a holding company, the aggregate of any shares 
in, and the aggregate of any bonds, debentures or other funded 
debt of, the holding company held by subsidiaries whose financial 
statements are not consolidated with those of the holding company; 

‘ (1) the amount of any loans made by the company or by a subsidiary, 
otherwise than in the ordinary course of business, during the com- 
pany's financial period, to the directors or officers of the company; 

(m) any restriction by the letters patent or by-laws of the company or 
by contract on the payment of dividends which is significant in the 
light of the company’s financial position. 

(3) Every note to the financial statements of a company is an integral part 
of the financial statements. 


(d 


~~ 


4. DISCLOSURE OF ITEMS OF RELATIVE INSIGNIFICANCE 


We are of opinion that disclosure should not be carried to the point where 
it defeats its own purpose, which will often result from the publication of 
immaterial information sufficient in quantity to obscure the true position, if it 
does not actually mislead. 





Recommendation: We accordingly recommend the enactment of a provision 
somewhat as follows: 
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Notwithstanding the provisions of sections ...,... Ss oxo P58 
shall not be necessary to state any matter in the iunneeh-s statements which in 
all the circumstances is of relative insignificance. 








5. HOLDING COMPANIES 


The provisions respecting the presentation of the accounts of a holding 
company and information concerning its subsidiaries as presently set out in 
s. 114 of the Companies Act and in s. 107 of the Draft Act do not, in our 
opinion, assure adequate disclosure. 

Undoubtedly consolidation of the financial statements of all subsidiaries 
with those of the holding company will in the great majority of cases give the 
shareholders in the holding company the fairest picture of their investment, 
but this is not inevitably the case. It may not do so, for example, where 
the operations of a subsidiary company differ in nature from those of the other 
company or companies in the group, or where the control acquired by the 
holding company is through a majority ownership of equity stock subject to 
large issues of bonds, debentures or preferred shares, or where foreign ex- 
change restrictions significantly affect the availability of the subsidiary’s assets. 
We believe that in such cases as these the shareholders may receive a fairer 
picture of their investment in the holding company if the accounts are not 
consolidated. 


For the above reasons we do not think the Act should impose a mandatory 
requirement for the consolidation of the accounts of subsidiary companies 
with those of the holding company. At the same time, we feel that where 
the accounts of one or more subsidiaries are not consolidated, the shareholders 
of the holding company are entitled to know the directors’ reasons for not 
consolidating them and also to receive adequate information concerning the 
financial position and operations of such subsidiary or subsidiaries. 


Recommendation: We accordingly recommend that the enactment govern- 
ing the contents and presentation of the financial statements of holding 
companies should provide somewhat as follows: 


(1) Any holding company may include in the financial statements to be 
submitted at any annual meeting the assets and liabilities and income 
and expense of any one or more of its subsidiaries making due provision 
for minority interests, if any, and indicating in such financial statements 
that the same are presented in consolidated form. 

(2) Where the assets and liabilities and income and expense of any one or 
more subsidiaries of the holding company are not so included in the 
financial statements of the holding company— 

(a) there shall be annexed to the financial statements of the holding 
company a statement setting forth: 

(i) the reason why the assets and liabilities and income and 
expense of such subsidiary or subsidiaries are not included in 
the financial statements of the holding company; 

(ii) if there is only one such subsidiary, the amount of the holding 






































8 The sections referred to are those respecting the contents of the statement of profit and 
loss, the statement of surplus and the balance sheet, and that respecting notes to 
financial statements. 
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company’s proportion of the profit or loss of such subsidiary 
for the financial period coinciding with or ending in the 
financial period of the holding company, or, if there is more 
than one such subsidiary, the amount of the holding company’s 
proportion of the aggregate profits less losses, or losses less 
profits, of all such subsidiaries for the respective financial 
periods coinciding with or ending in the financial period of 
the holding company; 

the amount included as income from such subsidiary or sub- 
sidiaries in the statement of profit and loss of the holding 
company and the amount included therein as a provision for 
the loss or losses of such subsidiary or subsidiaries; 

if there is only one such subsidiary, the amount of the holding 
company’s proportion of the undistributed profits of such sub- 
sidiary earned since the acquisition of the shares of such 
subsidiary by the holding company to the extent that such 
amount had not been taken into the accounts of the holding 
company, or, if there is more than one such subsidiary, the 
amount of the holding company’s proportion of the aggregate 
undistributed profits of all such subsidiaries earned since the 
acquisition of their shares by the holding company less its 
proportion of the losses, if any, suffered by any such subsidiary 
since the acquisition of its shares to the extent that such 
amount has not been taken into the accounts of the holding 
company, 

(v) any qualifications contained in the report of the auditors of 
any such subsidiary on its financial statements for the financial 
period ending as aforesaid, and any note or saving contained 
in those financial statements to call attention to a matter which, 
apart from the note or saving, would properly have been 
referred to in such a qualification, in so far as the matter 
which is the subject of the qualification or note is not provided 
for in the company’s own financial statements and is material 
from the point of view of its shareholders; 

(b) if for any reason the directors of the holding company are unable 
to obtain such information as is necessary for the preparation of the 
statement which is to be annexed as aforesaid to the financial state- 
ments of the holding company, the directors who sign the financial 
statements shall so report in writing and their report shall be annexed 
to the financial statements in lieu of the statement; 

(c) if, in the opinion of the auditors of the holding company, adequate 
provision has not been made in the accounts of the holding company 
for the holding company’s proportion 

(i) where there is only one such subsidiary, of the loss of such 
subsidiary suffered since acquisition of its shares by the holding 
company, or 

(ii) where there is more than one such subsidiary, of the aggregate 
losses suftered by such subsidiaries since acquisition of their 
shares by the holding company in excess of its proportion of 
the undistributed profits, if any, earned by any of such sub- 
sidiaries since such acquisition, 

the auditors shall state in their report the additional amount which 

in their opinion is necessary to make full provision therefor. 
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6. PRIVATE COMPANIES 


Section 113 of the Companies Act and s. 106 of the Draft Act both 
exempt private companies from the obligation to disclose certain items in 
their annual accounts. As the sole object of disclosure is to ensure that the 
financial affairs of the company are presented fairly, we do not think that 
differing standards of disclosure as between public and private companies 
can be justified. 

Recommendation: We accordingly recommend that the requirements for 
disclosure in the annual accounts of a company be the same for public and 
private companies alike. 


7. COMPARATIVE FIGURES AND SALES OR GROSS REVENUE 


We considered the desirability of a specific enactment requiring that the 
annual accounts of a company disclose the corresponding figures for the im- 
mediately preceding period and the figure for sales or gross revenue for the 
period under review, and while we were in full agreement that the disclosure 
of such information was desirable in the vast majority of cases we do not 
believe that it is necessary to the presentation of a true and fair view of the 
affairs of a company, and accordingly we make no recommendation. 


8. DIRECTORS’ APPROVAL OF FINANCIAL STATEMENTS 


Section 116(1) of the Companies Act (s. 108(1) of the Draft Act) 
provides, inter alia, for the signature of the balance sheet by two of the com- 
pany’s directors. The purpose of the directors’ signature is to indicate the 
official approval of the board of directors, and in our opinion this approval 
should apply to all the financial statements of the company rather than the 
balance sheet alone. 

Recommendation: We accordingly recommend that the present section 116 
be amended as indicated below: 

(1) The financial statements shall be approved by the board of directors, 
such approval to be evidenced by the signature at the foot of the balance 
sheet by two of the directors .... (etc., etc.) 

(2) If any copy of the financial statements which has not been approved as 

required by this section is issued, circulated or published, or if any copy 
of a balance sheet is issued, circulated or published without either having 
a copy of the auditors’ report attached thereto . . . . (etc., etc.) 


9. FURNISHING COPIES 
OF FINANCIAL STATEMENTS TO DEBENTURE 
HOLDERS AND TO SHAREHOLDERS OF PRIVATE COMPANIES 

Section 117 of the Companies Act (s. 109 of the Draft Act), which deals 
with the delivery of a company’s financial statements to shareholders and de- 
benture holders, provides in subsection (3) that shareholders of private com- 
panies shall be entitled to copies of the balance sheet and the auditors’ report 
on request at a maximum charge and says nothing of holders of debentures of 
private companies. 

Recommendation: In our opinion debenture holders of all companies and 
shareholders of private companies should be entitled to be furnished with 
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copies of their companies’ financial statements (not merely the balance 
sheet) and the auditors’ report thereon on request and without charge, 
and we so recommend. 


ill. AUDITORS AND THE AUDITOR’S REPORT 


1. APPOINTMENT OF AUDITORS 


The provisions of s. 118 of the Companies Act (s. 110 of the Draft Act) 
respecting the appointment of auditors are in general satisfactory. No pro- 
vision is, however, made for the removal of auditors appointed by the share- 
holders except at an annual meeting of the company and in accordance with 
the detailed procedure laid down in subsections (3) and (4). We are of 
opinion that the shareholders should have the right to remove an auditor at 
a special general meeting called for that purpose on a two-thirds majority 
vote. Neither does the Act provide for notifying a person of his appoint- 
ment as auditor, or to fill a casual vacancy in the office of auditor, or of his 
nomination to replace a retiring auditor. The want of notification in such 
cases may lead to embarrassment or confusion, particularly where publication 
is made of a person’s appointment as auditor before he himself knows of it. 


Recommendation: We accordingly recommend that s. 118 of the Companies 
Act be amended as follows: 

(a) by adding the clause in italics to the present subsection (1): 

(1) The company shall at each annual meeting of the shareholders appoint an 
auditor or auditors to hold office until the next annual meeting wmless 
previously removed by a resolution passed by a two-thirds majority of 
the votes cast by the shareholders at a special general meeting, in which 
case the shareholders at that meeting may appoint auditors to hold office 
until the next annual meeting unless previously removed as aforesaid. 

(b) by adding the clause in italics to the present subsection (3) : 

(3) A person, other than a retiring auditor, shall not be capable of being 
appointed auditor at an annual meeting unless notice in writing of an 
intention to nominate that person to the office of auditor has been given 
by a shareholder to the company not less than fourteen days before the 
annual meeting; and the company shall send a copy of any such notice 
to the retiring auditor and to the person whom it is intended to nominate, 
and shall give notice thereof to the shareholders, either by advertisement 
or in any other mode provided by the by-laws of the company not less 
than seven days before the annual meeting. 

(c) by enacting the following new subsection immediately following the 

present subsection (7): 

(8) Whenever an auditor is appointed under this section the company shall 

give him notice thereof forthwith in writing. 


2. ELIGIBILITY FOR APPOINTMENT 


Section 119 of the Companies Act provides that a director or officer of a 
company and a partner or employee of the director or officer shall not be 
qualified for appointment as auditor of any company, except a private company. 
Section 111 of the Draft Act similarly prohibits the appointment of any such 
person as auditor of a public company and in addition prohibits the appoint- 
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ment of certain persons as auditor of a holding company or of a subsidiary 
company. 

We are of opinion that an employee of a public company should also be 
disqualified from appointment as auditor of such company. 

In the case of private companies we do not think that a director, officer or 
employee should be absolutely disqualified from appointment as auditor, al- 
though recognizing that some limitation is necessary to safeguard the in- 
terests of minority shareholders. We are of opinion that such a safeguard can 
be provided without unnecessarily restricting a private company’s freedom of 
action by providing that a director, officer or employee of a private company 
may not be appointed auditor except upon the unanimous vote of all share- 
holders of the company who are present or represented at the meeting at which 
the auditor is appointed. Where a director, officer or employee is so appointed 
the auditor’s report should clearly disclose that the auditor is an officer, 
director or employee of the company. 

We are of opinion that the eligibility of a person for appointment as 
auditor of a private company which is a subsidiary of a public company in- 
corporated in Canada should be subject to the same conditions as those govern- 
ing the eligibility of auditors of public companies. 

Recommendation: We accordingly recommend that the enactment respecting 
the persons who may be appointed auditors of companies should provide some- 
what as follows: 

(1) Except as provided by subsection (2) no person shall be appointed as 
auditor of a company who is a director, officer or employee of that 
company or an affiliated company or who is a partner or employee of any 
such director, officer or employee. 

(2) Upon the unanimous vote of the shareholders of a private company present 

or represented at the meeting at which the auditor is appointed, a director, 
officer or employee of that company or a partner or employee of such di- 
rector, officer or employee may be appointed as auditor of that company 
provided it is not a subsidiary company of a company incorporated by any 
legislative jurisdiction in Canada which is not a private company within 
the meaning of this Act or which would not be a private company within 
the meaning of this Act if it were subject to this Act; and a person appoint- 
ed as auditor of a company pursuant to this subsection shall indicate in 
his report to the shareholders on the annual financial statements of the 
company that he is a director, officer or employee of the company or a 
partner or employee of such a director, officer or employee. 





3. RIGHTS OF AUDITORS 


The provisions of s. 120(2) of the Companies Act (s. 112(3) of the 
Draft Act), respecting the auditor’s right of access to the company’s books and 
records, etc. are satisfactory as they stand, but the provisions of s. 120(3) of 
the Act (s. 112(4) of the Draft Act), respecting the auditor’s right to attend 
shareholders’ meetings, leave something to be desired. Section 120(3) 
provides: 

The auditors of a company shall be entitled to attend any meeting of share- 

holders of the company at which any accounts which have been examined or 
reported on by them are to be laid before the shareholders for the purpose 
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of making any statement or explanation they desire with respect to the 

accounts. 

Meetings of shareholders are frequently held before which no audited 
accounts are to be laid, but where financial questions of importance may never- 
theless be discussed, of which the auditor by reason of his position has special 
knowledge. In the interest of the shareholders it is therefore desirable, in our 
opinion, that the auditors should have the right to attend any meeting of share- 
holders and to be heard on any matter brought before the meeting which con- 
cerns them as auditors. The new British Companies Act contains a provision 
to this effect in s. 161(4) thereof, which we think satisfactory. 


Recommendation: We accordingly recommend that 

(1) the present subsection respecting the auditor's right of access to the 
books and records of a company be re-enacted without change as subsection 
(1) of a new section exclusively concerned with the rights of auditors. 


(2) a new subsection (2) be enacted to the same effect as s. 161(4) of 
the British Companies Act, 1948 as follows: 

The auditors of a company shall be entitled to attend any meeting of share- 

holders of the company and to receive all notices and other communications re- 

lating to any such meeting which any shareholder is entitled to receive and 

to be heard at any such meeting which they attend on any part of the 

business of the meeting which concerns them as auditors. 


4. DUTIES OF AUDITORS 


Section 120(1) of the Companies Act and s. 112(1) of the Draft Act 
charge the auditors of a company with one duty only, namely to make a report 
to the shareholders on the accounts examined by them and on every balance 
sheet laid before the company at any annual meeting. We are of opinion 
that the auditors should in addition be specifically charged with the duty of 
making such an examination as, in their judgment as auditors, the circum- 
stances demand. 

Respecting the form of the report which the auditor shall make to the 
shareholders, we are of opinion that 
(1) the report of the auditors should not be confined to the balance sheet 

but should cover all the financial statements of the company; 

(2) to avoid auditor's reports of unnecessary length, and to give greater 
emphasis to any qualifications therein, the auditor should be required to 
report on the following matters only in the specified circumstances: 

(a) if the financial statements are not in agreement with the account- 
ing records or are not drawn up in accordance with the require- 
ments of the Act; 

(b) if all information and explanations which the auditors have re- 
quired have not been furnished; 

(c) if proper accounting records have not been kept. 


Recommendation: We accordingly recommend that a new section be enacted 
somewhat as follows: 


(1) The auditors shall make such an examination as will enable them to 
report to the shareholders as required by subsection (2) of this section. 
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(2) The auditors shall make a report to the shareholders on the financial state- 
ments laid before the company at any annual meeting during their tenure 
of office and shall state in their report whether in their opinion the financial 
statements referred to therein present fairly the financial position of the 
company and the results of its operations for the period under review. 

(3) The auditors in their report shall make such statements as they consider 


necessary if — 
(a) the company’s financial statements are not in agreement with the 
accounting records or are not drawn up in accordance with the re- 


quirements of this Act: 

(b) they have not received all the information and explanations which 
they have required; 

(c) proper accounting records have not been kept, so far as appears 
from their examination. 


IV. ACCOUNTING PROVISIONS 
IN CONNECTION WITH A PROSPECTUS 


PREFACE 


Since enactment of the Dominion Companies Act in 1934, most, if not all, 
of the Provinces have enacted securities legislation respecting the sale within 
the Province of new offerings of securities, whether by companies incorporated 
in the Province, the Dominion or elsewhere. To the extent that the Provinces 
have adequately occupied this field we feel there is no need for Dominion 
legislation respecting new issues of shares by Dominion companies, but so long 
as the Provinces have not adequately occupied the field we are agreed that 
there should continue to be Dominion legislation on the matter, and in any 
event for the Yukon and Northwest Territories, and it is with that in mind 
we make the following submission. 


1. PRIMARY IMPORTANCE OF EARNINGS STATEMENT 
At the time the existing provisions were enacted the balance sheet of the 
issuing company was considered to possess greater significance than its earn- 
ings statement. At the present time, as we have pointed out elsewhere in this 
report, greater importance is attached to a company’s earnings, and we think 
therefore that the provisions respecting the earnings statement should be set 
out first in the statute. 


2 WHEN FINANCIAL STATEMENTS REQUIRED 
Under the existing provisions a prospectus need not contain financial 
statements if the company has not been carrying on business for more than 
one year unless it has acquired a business which has been carried on for more 
than one year or proposes to acquire a business. 
In our opinion financial statements should be required in every prospectus. 


3. CONSOLIDATED FINANCIAL STATEMENTS 
The existing provisions of the Companies Act call for the financial state- 
ments to be consolidated in every case unless a dispensation from this obliga- 
tion is obtained by order of a judge under s. 74(5) of the Act. We have 
stated elsewhere in this report that consolidated financial statements do not 
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always present the fairest picture and accordingly we think that consolidated 
financial statements ought not to be a mandatory requirement for prospectuses, 
but that it should be left to the issuing company to decide to what extent, 
if at all, consolidated financial statements should be published. At the same 
time we are of opinion that if financial statements of one or more subsidiaries 
are not consolidated with those of the issuing company, relevant financial in- 
formation with respect to the omitted subsidiary or subsidiaries should be in- 
cluded in the prospectus together with a statement of the reasons for its 
or their exclusion from the consolidated statements. 


4. CONTENTS OF BALANCE SHEET 
The existing provisions say nothing of the form and content of the 
balance sheet to be set out in a prospectus. In our opinion its contents should 
be governed by the same statutory requirements as apply to the annual balance 
sheet to be laid before the shareholders of a company upon which our recom- 
mendations are set out in Part II of this report. 


5. FORM OF AUDITORS’ REPORTS 
The Act is silent as to the contents of the auditors’ reports. In our 
Opinion, the reports should, insofar as applicable, be subject to the same 
statutory requirements as those which govern the auditors’ reports on the 
financial statements of a company. 


6. BALANCE SHEET OF BUSINESS TO BE ACQUIRED 


Where part or all of the proceeds of the securities offered by a prospectus 
are to be applied in the acquisition of a business, it is our opinion that the 
issuing company should, in addition to the other financial statements which 
it is required to publish, publish either 

(a) a balance sheet of the business to be acquired, or 

(b) a pro forma balance sheet combining the assets and liabilities of the 

business to be acquired with the assets and liabilities included in the 
balance sheet or consolidated balance sheet which is published in the 


_ Prospectus. 
7. EARNINGS STATEMENT FOR 5 YEARS 


Under the existing provisions the auditor is required to report on the 
profits or losses of the issuing company or of the issuing company and its 
subsidiaries for each of the three completed financial years preceding the date 
of the prospectus. In our opinion this is too short a period to give the 
prospective purchaser of the company’s securities an adequate picture of the 
company’s earnings, and we urge that the time be extended to cover the profits 
and losses for the five financial years preceding the date of the prospectus or for 
such part of the period as the business was carried on. 


8. EARNINGS STATEMENT FOR BROKEN PERIOD 


The Draft Act provides that the report on profits or losses must 
also cover the period which has elapsed from the end of the last completed 
financial period of the issuing company to the date of the balance sheet if 
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such elapsed period is more than 120 days. In our opinion the profits or losses 
of the period which has elapsed from the end of the last completed financial 
period of the company to the date of the balance sheet should be reported on 
regardless of its length. 


9. RIGHT TO APPLY TO A JUDGE FOR RELIEF 


Under s. 74(5) of the Companies Act a judge of the superior court of 
the Province in which the issuing company has its head office has a wide juris- 
diction to relieve the company from compliance with the statutory requirements 
respecting prospectuses on such terms as seem to him just and expedient. The 
requirements laid down by the statute are designed to meet the great majority 
of cases, but in the nature of things they may not be appropriate in all cir- 
cumstances. Accordingly the committee recommends that the courts retain 
their present jurisdiction to dispense from compliance with any statutory re- 
quirement on such terms and conditions as may seem to the court just and 
expedient. 


Recommendation: We accordingly recommend that in lieu of the present 
paragraphs (a) to (c) inclusive of subsection (3) of s. 77 of the Companies 
Act, provisions to the following effect be enacted: 


3(a) Every prospectus shall contain— 

(i) a statement (hereinafter called an earnings statement) with respect 
to either 
(A) the profits or losses of the company, 
or 
(B) the profits or losses of the company and one or more of 

its subsidiaries, 

year by year for the last five completed financial years of the 
company, and any part of a subsequent financial year to the 
date to which the balance sheet required by subparagraph (ii) 
of this paragraph is made up; 

and 

(ii) a balance sheet with respect to the assets and liabilities of the 
company or companies included in the earnings statement as at 
a date not more than 120 days from the date of the prospectus. 


(b) Every prospectus shall contain a statement with respect to the profits 
or losses of the subsidiary or subsidiaries which are not covered by 
the earnings statement for its or their respective financial periods 
ending within the years and period covered by the earnings statement; 
and there shall be stated in the prospectus the reason why such sub- 
sidiary or subsidiaries were not covered by the earnings statement. 


(c) If part or all of the proceeds of the securities offered by the pros- 
pectus is to be applied directly or indirectly in the purchase of a 
business or businesses, the prospectus shall contain — 

(i) a statement with respect to the profits or losses of such business 
or businesses year by year for the last five completed financial 
years of such business or businesses and any part of a subse- 
quent year to the date to which the balance sheet required by 
subparagraph (ii) of paragraph (a) is made up, or a pro forma 
statement with respect to the net profits or net losses of such 
business or businesses and of the company or companies covered 
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by the earnings statement for the years and period mentioned in 
subparagraph (i) of paragraph (a); 

and 

(ii) a balance sheet with respect to the assets to be acquired and the 
liabilities to be assumed or a pro forma balance sheet with 
respect to such assets and liabilities and the assets and liabilities 
of the company or companies covered by the balance sheet 
contained in the prospectus pursuant to subparagraph (ii) of 
paragraph (a) 

and every pro forma statement and pro forma balance sheet published 

pursuant to this paragraph shall state the assumptions on which 

it is based. 

(d) Every statement and pro forma statement mentioned in subparagraph 
(i) of paragraph (a) and subparagraph (i) of paragraph (c) shall 
be drawn up so as to present fairly the results of operations for each 
year and period covered by such statement or pro forma statement 
and so as to distinguish severally at least the following items: 

(i) the amount of the operating profit or loss before including or 
providing for other items of income or expense which are shown 
separately; 

(ii) the amount provided for depreciation (including obsolescence) 
and depletion of capital assets; 

(iii) the amount of the interest on indebtedness initially incurred for 
a term of more than one year, including the amount provided 
for amortization of debt discount or premium and expense; 

(iv) the amount of taxes on income imposed by any taxing authority; 

(v) the amount required to provide for minority interests in the 
subsidiary or subsidiaries which are covered by the statement 
unless the company’s share of the net profits of such subsidiary 
or subsidiaries is shown separately in the statement or pro 
forma statement; 
the amount of the net profit or net loss of the company and the 
subsidiary or subsidiaries covered by the statement after making 
due provision for minority interests in such subsidiary or sub- 
sidiaries; 

and there shall be stated therein or by way of note thereto par- 

ticulars of any material charge or credit of a non-recurring or 

exceptional nature unless it is shown separately, and particulars of 
any change in accounting principle or practice or in the method of 
applying any accounting principle or practice made during each 
year or period covered which affects comparability of any item shown 

therein for any year or period covered with any item shown for a 

preceding or subsequent year or period covered by such statement 

or pro forma statement and the effect, if material, of any such change 
upon the profit or loss for the year or period in which the change 
was made. 

Sections . . . .(*) shall apply mutatis mutandis to every balance sheet 

and pro forma balance sheet mentioned in paragraph (a) and para- 

graph (c) of this section. 


* The sections referred to are those respecting the form and contents of the 
balance sheet as set out on pages 157 to 159 of this report (item 2(v)) and those 
respecting notes to financial statements as set out on pages 159 to 160 of this 
report (item 3). 
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(f) Every statement mentioned in paragraph (b) shall be drawn up in 
the manner and contain at least the information required by para- 
graph (d), and in addition shall set forth in respect of the subsidiary 
or subsidiaries covered thereby: 


(i) the amount shown in the earnings statement as income from 
such subsidiary or subsidiaries or the amount provided therein 
for the loss or losses of such subsidiary or subsidiaries for each 
year and period covered by the earnings statement; 
the amount of the net profit or net loss of such subsidiary 
or subsidiaries which is attributable to the capital stock of all 
classes held by the company in such subsidiary or subsidiaries; 
the amount of the company’s proportion, if the statement is in 
respect of one subsidiary, of the undistributed profits of such 
subsidiary, or, if it is in respect of more than one subsidiary, 
of the aggregate undistributed profits of such subsidiaries, earned 
since the date of acquisition by the company of the shares 
of such subsidiary or subsidiaries less its proportion of the 
losses, if any, suffered by any such subsidiary or subsidiaries 
since the date of such acquisition to the extent that such amount 
has not been reflected in the accounts of the company; 

(iv) the additional amount deemed to be necessary to make full pro- 
vision for the company’s proportion, if the statement is in respect 
of one subsidiary, of the loss of such subsidiary, or, if it is in 
respect of more than one subsidiary, of the aggregate losses of 
all such subsidiaries, suffered since the date of acquisition by 
the company of the shares of such subsidiary or subsidiaries in 
excess of the undistributed profits, if any, earned by any such 
subsidiary or subsidiaries since the date of such acquisition. 


(g) Notwithstanding the provisions of paragraphs (d), (e) and (f) it 
shall not be necessary to state any matter in any statement, pro forma 
statement, balance sheet or pro forma balance sheet which in all the 
circumstances is of relative insignificance. 


(h) Every prospectus shall contain a report 


(i) by the auditor of the company upon every statement and balance 
sheet contained in a prospectus pursuant to paragraph (a) and 
paragraph (b), and 

(ii) by the auditor of the company or an accountant eligible for 
appointment as auditor of the company upon every statement, 
pro forma statement, balance sheet and pro forma balance sheet 
contained in a prospectus pursuant to paragraph (c), 

and the auditor or accountant shall state in his report whether in 

his opinion 

(i) every such statement presents fairly the results of the operations 
for the years and period covered; 

(ii) every such balance sheet presents fairly the financial position as 
at the date to which it is made up; 

(iii) every such pro forma statement presents fairly, after giving effect 
to the assumptions on which it is based, the results of the 
operations for the years and period covered; 

(iv) every such pro forma balance sheet presents fairly, after giving 
effect to the assumptions on which it is based, the financial posi- 
tion as at the date to which it is made up. 


(i) The report of the auditor on every statement contained in a 
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prospectus with respect to a subsidiary or subsidiaries shall set forth 
any qualifications contained in the report of the auditor of any such 
subsidiary on its financial statements for the financial periods ending 
within the time covered by the earnings statement, and any note or sav- 
ing contained in those financial statements to call attention to a matter 
which, apart from the note or saving, would properly have been 
referred to in such a qualification, in so far as the matter which is 
the subject of the qualification or note is not provided for in the 
company’s earnings statement or balance sheet and is material from 
the point of view of prospective purchasers of the securities offered 


by the prospectus. 


V. MISCELLANEOUS MATTERS 
1. DISTRIBUTABLE SURPLUS 


Section 12(7) of the Companies Act permits the directors of a company 
to set aside as distributable surplus an amount not exceeding 25% of the 
consideration received for no-par-value shares and, in addition, where no-par- 
value shares are issued for the acquisition of a going concern which has 
a surplus over and above all liabilities, such further part of the consideration 
received as does not exceed the unappropriated balance of realized net profits of 
the going concern immediately before such acquisition. There is no similar 
provision, however, in the Draft Act, and the majority of our committee is of 
opinion that there is no sound reason for such a provision. We are unanimous- 
ly of the opinion, however, that in no event should that part of the considera- 
tion set aside be described as “distributable surplus”. If the present pro- 
vision should be continued we believe that safeguards should be provided to 
prevent its abuse. 

Recommendation: We accordingly recommend that if the directors of a com- 

pany are to be empowered to set aside a part of the consideration received for 

no-par-value shares as surplus, the following conditions should be attached to 
any such action: 

(a) not more than 25% of the consideration received for the shares shall be 
so set aside; 

(b) there should be no provision permitting the directors, on the acquisition of 
a going concern, to set aside as surplus an amount equal to the unappropri- 
ated balance of the realized net profits of such concern; 

(c) in the case of any public offering of shares the directors should be re- 
quired to disclose the extent to which the consideration received therefor 
will be set aside as surplus. 

We have elsewhere recommended that items of this nature form part of 
a company’s contributed surplus, and if this provision is not eliminated from 
the statute, the amount set aside ought not in any event to be described as 
“distributable surplus”. 


2. CONSIDERATION FOR SHARES 
Section 12(9) of the Companies Act (as amended in 1935) provides that 
where the consideration for shares is payable in property or services the 
directors may determine by express resolution that the consideration payable 
is in all the circumstances of the transaction the fair equivalent of cash to the 
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total nominal amount of the shares issued. Section 18 of the Draft Act is to 
similar effect. There is, however, no provision to cover the case where money 
received as consideration for shares is immediately returned to the purchaser of 
the shares or his representative in payment for property or services, and the 
omission of such a provision obviously permits the directors to comply with 
the letter of the enactment whilst evading its clear intent. In our opinion 
this loop-hole in the Act ought to be closed. 

Recommendation: We accordingly recommend that the provisions of s. 18 
of the Draft Act (which are otherwise preferable to those of s. 12(9) of the 
Companies Act) be made applicable where shares are issued directly or in- 
directly for a consideration in property or services or otherwise than in money. 





3. REDEMPTION OR CONVERSION OF PREFERRED SHARES 


Section 61 of the Companies Act and s. 47 of the Draft Act can be 
interpreted as providing, in effect, that where redeemable preferred shares are 
redeemed other than from the proceeds of a new issue of shares, an amount 
equal to the par or stated value of the shares redeemed shall be transferred 
from earned surplus and designated as “capital surplus” (under the Companies 
Act) or as “‘capital redemption reserve fund” (under the Draft Act), neither 
of which terms have any accepted connotation in current accounting usage. If, 
as we suppose, the primary purpose of this provision is to prevent an impair- 
ment of the company’s capital which will imperil the creditors’ security, we 
consider that such purpose may be made fully effectual without the present 
cumbersome and expensive procedure, namely, by the enactment of a new 
provision prohibiting the redemption of preferred shares when a company is 
insolvent or that would render the company insolvent. 


Recommendation: We therefore recommend that in lieu of s. 47 of the 
Draft Act the provision respecting the redemption of shares should be enacted 
somewhat as follows: 
The exercise by a company of any right to redeem any shares which are 
redeemable by the company shall be subject to the following provisions: 
(1) (a) no such shares shall be redeemed when the company is insolvent; 
(b) no such shares shall be redeemed if such redemption would render 
the company insolvent. 
(2) Subject to the provisions of subsection one, the redemption of redeem- 
able shares may be effected on such terms and in such manner as may 
be provided by the letters patent of the company. 


4. VOTING RIGHTS 


Section 98A of the Companies Act provides that except as otherwise 
provided by by-law every share of stock in a company shall as a general rule 
entitle the shareholder to one vote. Section 90 of the Draft Act, however, 
provides that every shareholder of a company shall be entitled to one vote 
for each dollar paid up in respect of the shares of which he is the holder. In 
our opinion the provision of the Draft Act would be too radical and undesir- 
able a departure from the present law governing the voting rights attached to 
the holding of shares in a company and we think there is no sound reason 
for such a provision. Moreover, such a provision would be almost unworkable 
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since it would be necessary to identify each specific share in the hands of its 
successive holders. 

Recommendation: We accordingly recommend that the existing provisions of 
s. 98A of the Companies Act respecting voting rights be left unchanged. 


5. SPECULATION BY DIRECTORS IN THE SHARES OF THEIR 
COMPANIES, AND DISCLOSURE OF SECURITY TRANSACTIONS 


Section 96A(1) of the Companies Act and s. 85(1) of the Draft Act 
require every director of a public company to furnish a statement for the 
information of the shareholders at each annual general meeting, setting forth 
in detail all shares or other securities of the company bought or sold by him, 
directly or indirectly, for his personal account, during the 12 months preceding 
the annual meeting. Section 96A(2) of the Companies Act provides that 
no director of a public company shall speculate, for his personal account, 
directly or indirectly, in the shares or other securities of such company. There 
is, however, no corresponding provision to this in the Draft Act. 

In our opinion the surest protection of the shareholders lies in adequate 
disclosure by the directors of their transactions in the shares or other securities 
of the company (and in those of subsidiary companies as well). In this 
respect the above statutory provisions are, in our view, not satisfactory, in that 
the disclosure is required to be made once a year only, and is made available 
only to those shareholders who attend the company’s annual meeting. The 
trend in other countries, notably the United Kingdom and the United States, 
is to require disclosure of such transactions by a director to be made more 
readily available to shareholders, and we believe that our own statute should 
contain a similar requirement. 

Recommendation: We accordingly recommend that in place of the provisions 
now contained in s. 96A(1) and (2) of the Companies Act, a provision be 
enacted to the following effect: 

(1) Every director of a company shall, within 90 days of the purchase or 

sale, whether directly or indirectly, by him or by a company controlled 
by him or by him and any other director or directors of the company 
. Of any of the shares or other securities of the company of which he is 
a director, or of any subsidiary of such company, furnish to the secre- 
tary of such company a statement setting forth the details of every 
such purchase or sale, and the secretary shall cause such information 
to be recorded in a book maintained for that purpose which shall be 
available for inspection by any shareholder of such company at any 
time during its normal working hours. 
The directors shail present to the shareholders at each annual meeting 
a statement containing the particulars recorded in the book as aforesaid 
for the period commencing on the day following that to which the last 
preceding statement was made up and ending on a day not more than 
30 days before the date of the annual meeting. 


6. ACQUISITION OF SHARES 


OF A PARENT COMPANY BY AN AFFILIATED COMPANY 


There is no provision in the Companies Act or in the Draft Act to prevent 
a company which is directly or indirectly controlled by another company from 
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acquiring or holding shares in the parent company; and instances of one 
company acquiring control of another company which holds shares in the 
former company at the time of such acquisition are by no means unusual. 
In our opinion (1) a controlled company should be prohibited from acquiring 
shares in any controlling company or companies, and (2) where a controlled 
company already holds shares in the controlling company or companies at the 
time control of the former was acquired such shares should cease to have 
voting rights. 

Recommendation: We accordingly recommend the enactment of a provision 
similar, mutatis mutandis, to s. 27 of the British Companies Act, 1948, which 
is as follows: 

27. (1) Except in the cases hereafter in this section mentioned, a body 
corporate cannot be a member of a company which is its holding 
company, and any allotment or transfer of shares in a company to its 
subsidiary company shall be void. 

(2) Nothing in this section shall apply where the subsidiary is con- 
cerned as personal representative, or where it is concerned as trustee, 
unless the holding company or a subsidiary thereof is beneficially 
interested under the trust and is not so interested only by way of 
security for the purposes of a transaction entered into by it in the 
ordinary course of a business which includes the lending of money. 
(3) This section shall not prevent a subsidiary which is, at the com- 
mencement of this Act, a member of its holding company, from continu- 
ing to be a member but, subject to the last foregoing subsection, the sub- 
sidiary shall have no right to vote at meetings of the holding company 
or any class of members thereof. 

(4) Subject to subsection (2) of this section, subsections (1) and (3) 
thereof shall apply in relation to a nominee for a body corporate which 
is a subsidiary, as if references in the said subsections (1) and (3) to 
such a body corporate included references to a nominee for it. 

(5) In relation to a company limited by guarantee or unlimited which 
is a holding company, the reference in this section to shares, whether 
or not it has a share capital, shall be construed as including a reference 
to the interest of its members as such, whatever the form of that 
interest. 






































7. AMALGAMATION OF COMPANIES 


The Ontario Companies Act contains in s. 11 (clause 81 of an Interim 
Draft Bill prepared at the direction of a Select Committee of the Ontario 
Legislature in 1952) a provision to which there is no counterpart in the 
Dominion Companies Act. The provision in question permits the amalgamation 
into one corporation of two or more companies having the same or similar 
objects. In our opinion such an amalgamation has considerable value where 
the shareholders of two or more companies wish to pool their interests, as 
it renders unnecessary a transfer of the assets of the existing companies to a 
new company followed by the winding-up of the former or, alternatively, the 
creation of a new holding company or the acquisition by one of the companies 
of the shares of the others. In the absence of a similar provision in the 
Dominion Companies Act, one or other of the courses which the Ontario 
provision has dispensed with must, therefore, be adopted by companies subject 
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to the Dominion Act, and apart from the additional cost and involved procedure 
which such procedures necessitate they also result in the elimination in whole 
or in part of the existing surpluses of the companies involved when dealt with 
in the hands of the new controlling company. The Ontario provision is, 
therefore, of particular advantage to companies which wish to pool their 
interests or merge without eliminating their existing surpluses. 


Recommendation: We accordingly recommend the enactment of a provision 
to the same effect as clause 81 of the Interim Draft Bill of the Ontario Select 
Committee, which is as follows: 

81. (1) Any two or more companies, including a holding and subsidiary 
company, having the same or similar objects may amalgamate and con- 
tinue as one company. R.S.O. 1950, c. 59, s. 11(1), part, amended. 

(2) The companies proposing to amalgamate may enter into an agree- 
ment for the amalgamation prescribing the terms and conditions of the 
amalgamation, the mode of carrying the amalgamation into effect and 
stating the name of the amalgamated company, the names, callings and 
places of residence of the first directors thereof and how and when 
the subsequent directors are to be elected with such other details as 
may be necessary to perfect the amalgamation and to provide for the 
subsequent management and working of the amalgamated company, the 
authorized capital of the amalgamated company and the manner of 
converting the authorized capital of each of the companies into that 
of the amalgamated company. R.S.O. 1950, c. 59, s. 11(2). 

(3) The agreement shall be submitted to the shareholders of each of 
the amalgamating companies at general meetings thereof called for the 
purpose of considering the agreement and if two-thirds of the votes 
cast at each such meeting are in favour of the adoption of the agree- 
ment that fact shall be certified upon the agreement by the secretary of 
each of the amalgamating companies under the corporate seal thereof. 
R.S.O. 1950, c. 59, s. 11(3, 4). 

(4) If the agreement is adopted in accordance with subsection 3, the 
amalgamating companies may apply jointly to the Lieutenant-Governor 
for letters patent confirming the agreement and amalgamating the com- 
panies so applying and on and from the date of the letters patent 
such companies are amalgamated and are continued as one company by 
the name in the letters patent provided, and the amalgamated company 
possesses all the property, rights, privileges and franchises and is sub- 
ject to all liabilities, contracts, disabilities and debts of each of the 
amalgamating companies. R.S.O. 1950, c. 59, s. 11(5), amended. 


8. ANNUAL ACCOUNTS, AUDITORS AND 
AUDITOR'S REPORT OF COMPANIES WITHOUT SHARE CAPITAL 


In our opinion consideration might well be given to the desirability of 
extending the provisions of the Act relating to annual accounts, auditors and 
the auditor's report (embodied in Parts II and III of this report) to companies 
incorporated without share capital, i.e., those presently governed by Part II 
of the Companies Act. 
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Fluctuating Price Levels 
In Relation to Accounts 


I. Introduction 

[ IS impossible to consider the prob- 

lem of fluctuating price levels in 
relation to accounts without first defining 
the terms to be used. There must be a 
clear appreciation of the meaning of the 
words “profit” and ‘“‘value” and a real 
understanding of the function of ac- 
counting and financial statements. 

Again, no definitions of ‘profit’ and 
“value” can be attempted without first 
formulating a sound theory of their 
economic significance. These terms 
have an economic significance only, and 
it follows that any definition which 
associates them with an accounting or 
calculating technique will not lead to 
the proper conclusion. Improper con- 
ceptions of “profit” and “value’’ may 
have serious consequences for the in- 
dividual enterprise and, ultimately, for 
the national economy. ‘There are great 
issues at stake which demand imaginative 
decisions. 

If the conventional conceptions of pro- 
fit and value are found to be inappro- 
priate there must be no reluctance to 
abandon traditional accounting and cal- 
culating techniques. The accounting and 
financial statements are not ends in them- 
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selves; they are designed to serve the 
needs of managements at all levels and 
the business community as a whole, and 
therefore their traditional form should 
be changed to ensure that their function 
is properly fulfilled. 


The auditor is concerned with this 
problem within the scope of his direct 
function, because in certifying the finan- 
cial statements he expresses his opinion 
upon the profit and capital disclosed in 
the statements. In so far as the auditor 
is required to advise on the organization 
and development of an accounting sys- 
tem, the problem is of equal importance. 

Space does not permit an exhaustive 
analysis of the subject and many side- 
issues must be left undeveloped if a 
general review of the problem is to be 
attempted within the limits of this paper. 


II. Profit and Value 


It would be impracticable to use this 
opportunity to develop a complete theory 
of profit and value, particularly in rela- 
tion to an industrial or commercial enter- 
prise, and it will only be possible to 
refer to the principles upon which the 
theory is based. The principles first put 
forward by Professor Limperg in the 
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1920's are accepted by the majority of 
the members of the profession in the 
Netherlands, and it has since been proved 
in practice that the application of the 
theory based on these principles provides 
the solution to this important and press- 
ing problem. The comments on “‘profit’’ 
and “value” which follow have, for the 
greater part, been developed from a 
treatise on the subject written by Profes- 
sor Limperg in 1937 following the de- 
valuation of the Netherlands currency in 
the previous year. 

At that time the change in the price 
level originated in the currency itself, but 
the nature of the problem remains the 
same if changes in the price level are 
due to changes in the real value of goods 
and services. 


The Economic View of ‘Profit’ 


Economically, profit has only one 
meaning — it must be the basis for the 
rational satisfaction of the needs of those 
whose incomes depend upon the results 
of business activities. Proper planning 
of expenditure depends upon knowledge 
of the level of the “spendable income”. 

The economic view is that income is 
that part of the capital which can be 
spent. It follows that profit is the spend- 
able income arising from a business 
and accruing to those whose incomes de- 
pend upon the results of the business. 
Profit is therefore the income which may 
be spent without trespassing on the capi- 
tal of the business, which is the source 
of the income. The fruit may be picked 
but the tree may not be felled. 


The fact that the taxation authorities of 
most countries do not recognize this con- 
ception of profit is no reason for business 
managements to ignore the proper prin- 
ciples of profit measurement. The cal- 
culation of taxable profits is a separate 
problem which need not be considered 
here. 
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Significance of “Value” 


In a business transaction the value of 
the goods surrendered in an act of ex- 
change is the basis for determining the 
profit. Value is the quantitative assess- 
ment of the significance of the goods 
exchanged, in the eyes of the owner of 
the business. 

In practice the valuation problem arises 
in two stages, first at the time of the ex- 
change and secondly in the composition 
of the financial statements. 

The difference between the value at the 
time of exchange and the proceeds of the 
goods is the spendable income, but the 
value of the goods exchanged is not in 
any way determined by the price origin- 
ally paid for the goods or for the means 
of their production. No matter what the 
original expenditure may represent it is 
certainly not the value of the goods at 
the time of the exchange. Within the 
period of a wholly stable price level the 
historical expense and the replacement 
value would, of course, be the same but 
the principle is not affected. The differ- 
ence between proceeds and historical ex- 
pense cannot therefore be the profit on 
the transaction, and because in a going 
concern there is an economic obligation 
to replace the goods exchanged, it follows 
that the profit from the transaction is de- 
termined by the value represented by the 
cost of replacing the goods. 


Inventory Replacement 


When price levels are rising it is well 
understood that higher replacement costs 
will eventually have to be recovered from 
consumers, but this elementary truth is 
less generally accepted in so far as goods 
in stock are concerned. It must be 


pointed out, however, that any selling 
ptice policy based on historical expendi- 
ture necessarily involves a sacrifice of 
profit arising on the exchange of goods. 
The goods surrendered have to be re- 
placed, and if the consumer does not 
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compensate the vendor for the increased 
cost of replacement, the vendor encroach- 
es upon his capital to the extent of the 
difference. 

On the other hand, if selling prices are 
based on replacement costs, but the ven- 
dor does not realize that the value of 
the goods is higher (and by implication 
his sacrifice greater in the exchange), the 
spendable income will be calculated on 
too high a level. If the vendor believes 
he can profit partly by reason of the 
favourable circumstances by measuring 
his profit against the original expense, the 
spendable income will be overstated, and 
as a result he may spend that part of the 
proceeds required to replace the goods. 


Fixed Assets Replacement 


The same considerations apply to the 
permanent means of production. Mis- 
conceived considerations in this connec- 
tion will have still more serious repercus- 
sions than in the case of raw materials. 
Mistakes may persist for years because 
the replacement of the permanent means 
of production invariably takes place some 
considerable time after the rise in prices; 
consequently, the effect of the rise in 
prices only becomes apparent when re- 
placement has in fact to be made. The 
technique by which fixed amounts of 
depreciation are calculated as part of the 
expenses of the production obscures a 
true appreciation of the problem. De- 
preciation represents the value of the 
units of work consumed during a pre- 
scribed period of time. Because replace- 
ment will eventually be made on a higher 
price level, depreciation must be based on 
the replacement value. It is true that 
the actual replacement is long deferred, 
but the economic obligation to replace 
is present from the very beginning. The 
degree of the obligation is determined 
by the new price and therefore the value 
of the units of work consumed in the 
production is again the replacement value. 


In considering the permanent means 
of production, two problems must be 
solved. First, the significance of the effect 
of the increase in prices with reference 
to the units of work consumed in the 
production during the past year (and to 
be consumed in the future) and secondly, 
the units of work consumed in previous 
periods. The increasing cost of replace- 
ment must necessarily lead to a revision 
of past provisions for depreciation in 
order to correct past calculations when 
the replacement price of the means of 
production was under-estimated. It is 
obvious that these corrections must be 
made before spendable income (profit) 
can be measured. 


Replacement 
Value and Historical Cost 


What is the significance of the differ- 
ence between the replacement value of 
the goods exchanged and the historical 
expense? The appreciation is certainly 
not spendable income; the increase of 
the historical expense to the higher re- 
placement value is no more nor less than 
the increase of the replacement value be- 
tween the time of acquisition and the 
time of the exchange. The appreciation 
may be claimed only by the economic 
obligation to replace. If this fictitious 
income is taken as spendable income, 
the process would involve a dissipation 
of capital. By the same reasoning it fol- 
lows that this appreciation of goods in 
stock at the time of making up the finan- 
cial statements is not spendable income 
either. In actual practice these tenets 
are instinctively implemented, but when 
this happens the appreciation is called 
“non-realized profit”. This exposition 
shows, however, that an increase in the 
value of stocks and the permanent means 
of production does not create a profit, 
either realized or non-realized. It is an 
important conclusion because the econo- 
mic function of the financial statements 
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is to show the spendable income arising 
from the business activities. 


Appreciation of 
Capital Not Always Profit 

The ultimate conclusion is therefore 
that the growth of capital arising from 
an increase in the replacement value of 
both stocks and the permanent means 
of production leads to an appreciation of 
capital, but this increment is not spend- 
able income. It does not represent profit 
arising from an exchange, and from the 
outset it must be recognized as being 
required to meet the economic obliga- 
tion to replace at higher prices. If the 
appreciation of capital is treated as dis- 
tributable profit, the business can no 
longer be maintained at the former level 
of activity, and it follows from this 
conclusion that a rational selling-price 
policy must be based on replacement 
value. 


In the social economic sphere there 
is a real danger that a considerable 
part of the national wealth will be ex- 
punged because, if selling-prices are not 
increased, the consumer will not immedi- 
ately realize that, with the same nominal 
income, he can no longer make the same 
demands on the national income. On the 
other hand, if selling prices are increased, 
the overstatement of business profits 
would encourage excessive expenditure by 
those who have a title to the profits. 


Finally, it must be realized that a sell- 
ing-price policy based on historical ex- 
pense always tends to work against the 
best interests of the vendor; when prices 
are rising, he is always a few rounds 
behind, and when prices are falling the 
consumer is not interested in the vendor's 
historical expense. 


III. Accounting 
Theoretically, it is of little importance 
whether the appreciation of stocks and 
the permanent means of production is 








If it is 
brought into the books it does not matter 
what the account in which the apprecia- 
tion is recorded is called, as long as the 
designation is clear and unambiguous; 
in particular the title of the account 
must not give the impression that it 
represents a profit. 


If it is agreed that the function of ac- 
counting is to record and provide the 
basis for the interpretation of the econo- 
mic affairs of the enterprise, then it is 
necessary to bring the appreciation into 
the books. The mere recording of 
nominal increases in capital is not 
enough because the management of the 
business cannot be properly conducted if 
acts of management are based on this 
misleading evidence. A differentiation 
between economic income and the growth 
of capital arising from price increases is 
essential for proper planning in all its 
aspects, the establishment and mainten- 
ance of a rational commercial policy, the 
sound judgment of results, and ultimately 
the determination of distributable profit 
and dividend policy. It might be de- 
duced that this differentiation has a pure- 
ly negative application to the mainten- 
ance of capital, but it can be positively 
interpreted to lead to a true appreciation 
of the capital employed and the earning 
capacity of the business. It can be 
argued that the function of accounting 
is to record what has happened and it 
can be maintained that the recording of 
events excludes all economic considera- 
tions. This is quite a fallacious argu- 
ment. The registration of historical ex- 
pense alone does not disclose the full 
implications of an act of exchange. 

It is not possible within the limits of 
this paper to devote further consideration 
to the problem of deciding upon the 
actual moment of exchange, or the extent 
of the influence of replacement value in 
those cases where there is no economic 
obligation to replace. It must be enough 


taken into the books or not. 
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merely to refer to these matters, but they 
must be studied before they are thorough- 
ly understood. Similarly it is not pos- 
sible to do more than comment on some 
of the aspects of the accounting tech- 


nique. 


Accounting Difficulties 

It is often pointed out that it is im- 
practicable to incorporate the replacement 
value in the accounting by charging all 
the items consumed in the manufacturing 
process at their individual replacement 
value. This contention will in general 
be advanced by a business which can- 
not justify the employment of modern 
accounting machines. The issue, how- 
ever, is not a mathematical one demand- 
ing an arithmetically precise computation, 
but an economic one which demands an 
efficient solution. It is only necessary 
to guarantee that degree of accuracy 
which does full justice to the principles. 


Inventory Valuation: A Solution 


An acceptable solution to the problem 
of stock valuation can be reached where 
standard prices are used in the stock 
administration. Where stocks can be 
subdivided into groups which are char- 
acterized by more or less homogeneous 
price movements, the difference between 
purchase price and standard price can be 
recorded for each group. Such a system 
has certain distinctive features: 


(4) The account of the price difference 
can be regularly compared with the pur- 
chases at standard price, and from this 
comparison the price difference in each 
group can be expressed as percentages. 
At this stage the price difference account 
contains two elements — the influence 
of changes in price and the measure of 
the efficiency of the purchasing activity. 
An analytical survey of market price 
levels enables the elements in the price 
difference account to be separately identi- 


fied. 





Fluctuating Price Levels 18 





(6) The fact that stocks are recorded 
in the books at pre-determined standard 
prices enables fluctuations in prices to 
be expressed as group-indices, and the 
application of these indices converts the 
standard price valuation of the stocks 
and the goods consumed to their respec- 
tive replacement values. The nature of 
the business will determine whether it is 
necessary to calculate indices for each of 
the elements in the several phases of the 
manufacturing process or whether it is 
sufficient to calculate one index for each 
of the basic elements represented in the 
standard price of the finished goods. 
(¢) Within the period of a rising 
price level, when the volume of stock 
is unchanged, the price difference on 
purchases will be recovered by the appli- 
cation of the indices to consumption. 
When the level of stocks is increasing, 
the recovery of the price difference will 
be made by the application of the indices 
to consumption and to the increase in 
stocks. When the level of stocks is 
decreasing, the surplus on the price differ- 
ence account must be transferred to a 
reserve account to meet the higher cost 
of the eventual replacement of the stock 
level. The term “‘stock”’ should be used 
in an economic and not in a physical 
sense. Outstanding orders in the hands 
of suppliers and unexecuted commitments 
to consumers (to the extent that the 
prices have been agreed) form part of 
the economic stock. This is the stock 
which is liable to the risks of price 
movements. As soon as the economic 
obligation to replace is ignored, a specu- 
lative element is introduced no matter 
whether the decision is involuntary or 
deliberate. The character of the specula- 
tion depends upon the reasons for the 
repudiation of the obligation, which may 
be due to a decision of the business itself 
or to quite extraneous circumstances. In 
both cases the result of the effect of the 
price movement should be booked and 
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brought into account in the measurement 
of profit or loss where it should be dis- 
tinguished as the results of the specula- 
tion. 


Accounting for Fixed Assets 


The accounting for the permanent 
means of production must follow the 
same considerations. One further prob- 
lem arises, as the period of time between 
the inception of the consumption and 
replacement may be quite considerable, 
and the replacement value at every stage 
of the consumption may have been lower 
than at the time of the actual replace- 
ment or at those times during the con- 
sumption when consideration had to be 
given to the distribution of profits and 
the determination of capital. It is stated 
under the heading “profit and value’ 
that a revision of past provisions for de- 
preciation must be made before distribut- 
able profits can be calculated. 

Consideration has so far been limited 
to the consequences of a rising price 
level, but it is obvious that the same 
principles apply to a falling price level. 
It is just as important to distinguish the 
results of the activities of the business 
from the incidence of falling price levels 
as it is from that of rising price levels. 
In principle it is not important to know 
whether the losses arising from a falling 
price level can be met by charging them 
to reserves. 


IV. Financial Statements 

As with the accounting itself, it is 
theoretically of little importance to show 
the result of price increases in the finan- 
cial statements. If it is shown, then it 
must be shown in such a way that the 
headings and annotations are fully 
understood, and the impression that the 
result of price increases gives rise to a 
profit must be avoided. It is therefore 
inappropriate to describe the depreciation 
required to restore the increase of the 
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replacement price of the permanent means 
of production as “extra depreciation”, 
because such a description would suggest 
that an unnecessarily prudent policy is 
being followed when in fact no more is 
being provided than the economic obliga- 
tion demands. 


It is equally misleading to disclose a 
profit in the financial statements and ap- 
propriate part or all of it to specific re- 
serves to meet the incidence of an in- 
creasing price level, because such a policy 
confuses the determination of profits with 
the destination of profits. 


Because the financial statements are 
the media by which the managers of an 
enterprise account for their stewardship, 
they must disclose the amount and com- 
position of the capital and profit. It 
follows that if the profit is incorrectly 
calculated, the earning capacity in relation 
to the capital will also be miscalculated. 
Improper acts of management will suc- 
ceed the improper appreciations which 
follow the miscalculations. In such cir- 
cumstances the whole purpose of the 
financial statements will be negatived. 


In those countries where the composi- 
tion of the financial statements is govern- 
ed by law, they are required to be drawn 
up in such a way that the. prescriptions 
are observed. Legal provisions generally 
stipulate the minimum obligations so 
that the practical application of these 
theories should always be possible. In 
this connection it should not be forgotten 
that legal prescriptions invariably follow 
the development of economic principles 
and the demands of society, and for this 
reason it would be wrong to go no fur- 
ther than the existing law. The fact that 
the taxation authorities in the Netherlands 
have already accepted a limited applica- 
tion of the replacement value theory in 
relation to the determination of taxable 
income is evidence that the persistent 
and emphatic presentation of well-found- 




















ed principles will result in their ultimate 
recognition. 


V. Conclusion 
(1) It has been established that the 
replacement value is an essential element 
in the calculation of profits and in the 
computation of capital employed. The 
inflationary trends in the last few decades 
have given practical emphasis to the 
theory of replacement value. 
(2) The results of the application of 
the replacement value theory must be 


Professional Notes 





ALBERTA 


Messrs Ross P. Alger, M.Com., C.A. and 
J. Morne Baxter, B.Com., C.A. announce the 
formation of a partnership for the practice 
of their profession under the firm name 
of Alger, Baxter & Co., Chartered Account- 
ants, with offices at 405a 8th Ave. W., Cal- 
gary, Alta. 


BRITISH COLUMBIA 

Mr. C. D. L. Dyke, B.Com., C.A., 2074 
W. 4th Ave., Vancouver, announces the 
admission to partnership of Mr. E. I. How- 
ard, B.Com., C.A. 

* * * 

A. P. Gardner & Co., Chartered Account- 
ants, 1118 Melville St., Vancouver, announce 
the admission to partnership of Messrs John 
C. Patterson, A.S.A.A., C.A., Thomas F. 
Rose, B.Com., C.A., and Claude A. Rampton, 
C.A. 

* * * 

Briggs, Young, Peers & Co., Chartered 
Accountants, 675 Davie St., Vancouver, an- 
nounce the admission to partnership of Mr. 
Ronald S. Milner, B.Com., C.A. 

* * x 

J. H. Perry, director of research for the 
Canadian Tax Foundation, was guest speaker 
at a recent luncheon meeting arranged by 
the Institute of Chartered Accountants of 
British Columbia and the Vancouver Bar 


Association at the Hotel Vancouver. 
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brought into the books of the business. 
The books and accounts provide informa- 
tion for management and all others in- 
terested in the affairs of the business, 
and therefore the financial statements 
must show the nominal increase of capital 
distinguished between profits and differ- 
ences in value. 

(3) Accounting technique has pro- 
gressed to such a degree that rational 
methods are available, both for the re- 
cording of mass data and for the funda- 
mental solution of the problem. 








MANITOBA 
Mr Osborne E. Hawkins, C.A. announces 

the opening of an office for the practice of his 

profession at 567 St. Mary’s Rd., St. Vital. 


ONTARIO 
Windsor and District C. A. Association 


The Windsor and District Chartered 
Accountants Association wishes to announce 
that the Personnel Selection Testing Centre 
is now in the home of Dr. L. Wheelton, 875 
Giles Blvd. East, Windsor, Ontario. 

* * # 

Goldhar, Beckerman & Soupcoff, Charter- 
ed Accountants, 79 East Don Roadway, 
Toronto, announce the admission to partner- 
ship of Messrs. S. Shoom, C.A. and M. H. 
Starkman, C.A. 


Hamilton and District C.A. Association 

The Hamilton and District Chartered 
Accountants Association held a dinner meet- 
ing at the Wentworth Arms Hotel recently. 
Hilton Wilby, assistant to the vice-president 
(sales), Steel Company of Canada, spoke 
on “How Our Business System Operates”, a 
resume of a program of discussion meetings 
held for Stelco employees. 


Kingston Chartered Accountants Club 

At the February dinner meeting of the 
Kingston and District Chartered Accountants 
Club, held in Morrison’s Lounge, Mr W. L. 
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McDonald, vice-president of the Ontario In- 
stitute, was the guest speaker. His topic was 
“The Research Bulletins Issued by the 
C.LC.A.” He was introduced by Prof. 
R. G. H. Smails and thanked by Mr Bruce 
W. Matthews. Chairman of the meeting was 
Mr Harvey Millman, president of the club. 


Ontario Public Accountants Council 

It was announced on February 28 that Mr 
J. E. Lee, C.P.A., Hamilton, has been named 
president of the Public Accountants Council 
of the Province of Ontario, succeeding Mr 
Harold E. Crate, F.C.A., Toronto. Mr A. S. 
Merrikin, C.A., Ottawa, is now vice-president 
and Mr J. G. Brown, F.C.A., Kitchener, is 
treasurer. The secretary is Mr J. S. Entwistle, 
C.P.A., Toronto. 


News of Our Members 





The newly elected president of the Can- 
adian Lumbermen’s Association is Mr Kenneth 
O. Roos, C.A. (Ont.). 


Obituaries 


Roy Reginald Arkell 


The Institute of Chartered Accountants of 
British Columbia announces with deep regret 
the death of Roy Reginald Arkell in his 41st 
year. Born in Vancouver, British Columbia, 
Mr Arkell received his early education in Van- 
couver public and high schools and later at- 
tended McGill University from which he grad- 
uated with the degree of Bachelor of Com- 
merce. He was articled to Price, Waterhouse 
& Co. (Vancouver) in 1933 and was subse- 
quently admitted to the Institute in 1938. He 
joined Kelly, Douglas & Company Limited, 
nationally known wholesalers, in 1939 as sec- 
retary-treasurer and director, and became 
second vice-president and general manager 
in 1942. In 1949 he was appointed execu- 
tive vice-president. 

Mr Arkell was a life governor of the Van- 
couver General Hospital and a director of the 
British Columbia Cancer Institute. 

To his family, the members of the Institute 
extend their sincerest sympathy. 





It was also announced that there were 1,892 
persons licensed by the Council to practise 
public accountancy in Ontario, including 723 
chartered accountants. 


QUEBEC 


Mr Desmond F. McNamee, C.A. announces 
the removal of his office to 728 St. James St. 
W., Montreal. 


SASKATCHEWAN 


Miss Verna J. Smith, C.A. announces the 
opening of an office for the practice of her 
profession at 208 Central Chambers, Saska- 
toon. 


Mr. Stewart H. Coxford, C.A. (Ont.), has 
been appointed comptroller of S. W. Cald- 
well Ltd., Toronto. 


Elmer Stanley Chagnon, M.C. 


The Institute of Chartered Accountants of 
Ontario announces with deep regret the 
death of Elmer Stanley Chagnon on Febru- 
ary 7, 1953. Mr. Chagnon was born and 
educated in Hamilton, Ontario. In his early 
days he was a member of the Hamilton 
Rugby team which won the senior Dominion 
championship in 1913. He saw active ser- 
vice in the First Great War and was wound- 
ed in 1918. For distinguished service he was 
awarded the Military Cross. 


On return to civilian life after consider- 
able time spent in military hospitals, he 
registered as a student and was admitted to 
the Institute in 1930. Thereafter he com- 
menced his professional practice and in 
1933 founded the firm of Chagnon & Mac- 
Gillivray in Hamilton. He continued as an 
active partner until the time of his death. 

To his widow the members of the Institute 
extend their sincere sympathy. 
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Accounting Research 


Reports of Studies by 


The C.I.C.A. Research Department 


AN ANALYSIS OF PRESENTATION 
TECHNIQUES IN ANNUAL FINANCIAL REPORTS 





S mentioned in this column last 
month the information set out in the 
following analyses was taken from a 
survey of the 1951 financial statements 
of 279 companies as compared with 209 
for 1950 and 202 for 1949. 
Investment in Subsidiary Companies 
Valuation Basis 
(See Fig. 1) 

Cost is the most commonly indicated 
basis for carrying investments in non- 
consolidated subsidiary companies; how- 
ever approximately 40% to 47% of the 
statements concerned failed to set out the 
basis of valuation. 

Very few reports contained any refer- 
ence to or disclosure of the parent com- 
pany’s equity in the subsidiary companies. 


Investment in and 
Advances to Subsidiary Companies 


Of the 83 financial statements con- 
cerned in the 1951 analysis, 36 did not 
indicate any advances to non-consolidated 
subsidiaries; 40 showed separate figures 
for investment in and advances to non- 
consolidated subsidiaries; six grouped 
these items, and one set out the dollar 
value of the advance in the description 
of the item “Investment in and advances 
to subsidiary companies”. 


Accounting Treatment re Profit or Loss 


Only three of the companies incorpor- 
ated under the Companies Act, 1934 
(Canada) failed to set out the accounting 
treatment re the profit or loss of non- 


VALUATION BASIS OF INVESTMENT 
IN SUBSIDIARY COMPANIES AS SET OUT ON BALANCE SHEET 


1951 1950 1949 


26 24 cost 


3 cost less reserve 
cost less provision for loss 
cost or under 


miscellaneous 


2 


66 


Z 
1 
2 less reserve 
- 
~ 


not shown 


136 not applicable (all subsidiary companies consoli- 


dated or no subsidiary companies) 
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1950 
87 
52 
31 
27 

197 
12 
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BALANCE SHEET CAPTIONS 


1949 

100 
45 
28 
20 


Prepaid expenses (only) 

Deferred charges (only) 

Prepaid and deferred (1 caption) 
Prepaid and deferred (separate captions) 


No prepaid or deferred expenses shown 


209 


consolidated subsidiary companies in their 
1951 financial statements. 

Disclosure thereof was made as fol- 
lows: 
58—treferred to in auditors’ report; 
10—notes attached to financial state- 

ments; 

1—referred to in the directors’ report. 

The remaining eleven companies were 
incorporated under provincial laws which 
did not require any such disclosure. 


Inclusion of Subsidiary 

Company Statements and Listing 

of Names of Subsidiary Companies 

Of the financial reports of holding 
companies for the year 1951 which were 
analysed, 50% disclosed the names of 
some or all of their subsidiaries, but only 
three included financial statements of 
subsidiaries. 








Prepaid Expenses 
and/or Deferred Charges 


(See Fig. 2) 


“Prepaid expenses, i.e., expenses paid 
in advance, should be stated separately 
from deferred charges, i.e., such items as 
preliminary expenses on incorporation, 
discount on bonds and other similar 
charges.” — Bulletin No. 1 of the 
C.I.C.A., October 1946. 


In the 1951 analysis approximately 
32 companies set out prepaid expenses 
under the “Deferred Expense” caption. 
Of the 35 companies which grouped pre- 
paid and deferred captions, 10 set out 
dollar value of each type while 25 mere- 
ly showed one figure. 





LOCATION ON BALANCE SHEET 
1950 
63 in current assets 
45 between current and fixed assets 
61 at end of assets 
grouped with trade debtors 
1 grouped with fixed assets 


27 each shown separately? 


1 See Fig. 4 for analysis of location where prepaid 
expenses and deferred charges shown separately. 
Fig. 3 
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LOCATION ON BALANCE SHEET 
WHERE PREPAID AND DEFERRED SHOWN SEPARATELY 


1950 1949 
27 18 


Prepaid — current assets 


— between current and fixed assets 


Deferred — between current and fixed assets 


Fixed Assets 
Basis of Valuation 
(See Fig. 5) 

Cost appears to be the generally accept- 
ed basis for the valuation of fixed assets 
of Canadian companies. 

Approximately 8.6% in 1951, 10.5% 
in 1950, and 9% in 1949 of the finan- 
tial statements analyzed made no mention 
of the basis of valuation of fixed assets. 


—at end of assets 
— fixed assets 
— current assets 





Miscellaneous basis of valuation in- 
cluded — cost which is measured by par 
value of bonds and stated value of shares 
issued at date of inception; revalued and 
written down by the management (date) 
with subsequent additions at cost; valued 
as at date of reorganization plus subse- 
quent additions at cost; net book value 
on predecessor's records plus subsequent 
additions at cost, etc. 





BASIS OF VALUATION 
OF FIXED ASSETS SHOWN ON BALANCE SHEET 


1951 1950 1949 


50 % 50 % 53 % cost 
appraisal and/or depreciated replacement 


plus additions at cost 
cost less write offs 
miscellaneous 


34 % 30 % 30 % 


4% 3 % 3 % 
12 % 17 % 14 % 











100 % 100 % 100 % 




















Fig. 5 
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SEPARATION OF DEPRECIABLE AND 
NON-DEPRECIABLE FIXED ASSETS ON BALANCE SHEET 


1950 1949 
72 72 
133 120 
3 10 


shown separately 
grouped on one figure 
partly separated 


1 no non-depreciable assets 
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Terminology re Depreciation 
(See Fig. 7) 

Bulletin No. 9, released by the Com- 
mittee on Accounting and Auditing Re- 
search in January 1953, suggested that the 
term “accumulated depreciation” or “‘ac- 
cumulated allowance for depreciation” 





replace the currently popular “reserve for 
depreciation’’. 

To deduct the accumulated deprecia- 
tion from the fixed assets on the balance 
sheet seems to be the generally accepted 
practice: 79% in 1951, 80% in 1950, 
and 85% in 1949. 


TERMINOLOGY 


reserve for depreciation 
provision for depreciation 
depreciation 

allowance for depreciation 
accumulated depreciation 


assets carried at nominal value (no depreciation) 
assets carried at depreciated value 


Fig. 7 
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The Students’ Department 


J. E. Smyth, C.A., Editor 





NOTES AND COMMENTS ON STUDY METHODS 


IHE ability to study effectively is 

such a personal matter that the tech- 
nique must vary considerably amongst 
successful students. Your editor realizes 
therefore that he is more or less taking 
his life (poor thing that it is) in his 
hands when he presumes to set down 
the rules given below. But let it be said 
by way of softening the blows that may 
fall upon him, that the first five of the 
“rules” appearing below are not the 
editor’s own! though he agrees with them 
and the discussion of them is his own. 
And for the remaining rules the editor 
must take sole responsibility. 


1. Establish a definite place for studying 

The fact that in the past one has 
succeeded in studying effectively in a 
particular place makes that place more 
conducive to studying there in future. 
One approaches the place reconciled to 
the prospect of studying; and that, at 
any rate, is a good beginning. To have 
some chair (not too near a radio), some 
corner of a room, some desk that is asso- 
ciated with good hard work is to have a 
valuable bit of property. 


2. Get started studying immediately 


Many students waste a good deal of 
time “getting round to it’—in fact some 
manoeuvres of this kind are so successful 
as to postpone the study period altogeth- 
er! Even a delayed start is bad: one is 
1 Walstein Smith, Jr. in Collegiate News and 
Views, May 1952, published by South-West- 
ern Publishing Co. 


behind schedule, and rather likely to be 
out of sorts, to start with. 

A closely-related proposition is to give 
studying a priority over alternative ways 
of occupying one’s time. It is only by 
giving study-time a priority that any 
studying is done. The best students are 
those who are capable of being quite 
ruthless in applying this rule. The 
poorest students are those who allow 
themselves to be diverted on any pretext. 


3. Review the previous lesson on the 

same subject 

A review of the previous assignment 
helps a student to appreciate the contin- 
uity in the subject and helps him to see 
what he is now studying as a part of a 
larger whole. In this way he acquires 
a perspective of what he is doing and, 
in the bargain, puts himself into a frame 
of mind for studying, by dealing first 
with ideas with which he is familiar. 


4. Get into the writing habit 

Making notes while studying is a use- 
ful habit. It imposes self-discipline on 
the student. It keeps him concentrating 
on the subject, and forces him to express 
in his own words the points being cover- 
ed. It also provides him with a sum- 
mary of the work he has covered, for 
later reference. 


5. Take advantage of the table of con- 
tents and index of textbooks 
The occasional reference to the table 
of contents helps the student to keep 
in mind the relationship between his 
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present studies and the subject as a whole. 
He may also save himself a good deal of 
time by using the index instead of 
thumbing idly through pages in quest of 
some elusive point. The advantage of 
using an index is obvious, but, like the 
dictionary, the textbook index is not used 
as often as it might be. 


6. Always do some preliminary reading 
and thinking before attending a study 
or discussion group or working 
accounting problems with another 
student 
There is a great futility in discussing 

things when none of those in the group 

has done any preliminary work on the 
subject. Some wit has referred to the 
consequent “‘pooling of misinformation”. 

The persons who emerge from a discus- 

sion with any benefit are those who have 

come prepared to contribute. For them 
it is an opportunity to become articulate 
in ideas they have encountered, and to 
crystallize their thinking, by using as 
buffers those who have come unprepared. 

One of the most fallacious of theories 
is that a person can assimilate the under- 
standing of another merely by an associa- 
tion with him and without any more 
conscious effort than it takes to stick 
around—the principle of relaxed osmosis. 
Understanding is still a matter of per- 
sonal striving. 

Of course all of this applies to a study 
of accounting. No amount of talking or 
of listening is sufficient. One learns 
accounting by working accounting pro- 
blems, and by working them by himself. 


7. Do not despair if you do not like a 
particular subject at first 


One must already be familiar with a 
subject before he can tap most of its pos- 
sibilities for pleasure. There is always 
a lot of hard work before one gets over 
the hump into those areas of work which 
are most stimulating and enjoyable. 

One may not enjoy a symphony, for 
example, the first time he hears it. In- 
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deed the reason many people do not like 
symphonic music is that they never listen 
to it, though doubtless this assertion does 
not apply to all persons and all sym- 
phonies. But the price of ultimate en- 
joyment in many fields is often that a 
person has had the patience and the time 
to give a hearing to what at first he did 
not like. 


8. When you have several studying as- 
signments to do, do the shortest one 
first 
A student acquires a sense of accom- 

plishment as he puts specific assignments 
behind him, and is then more disposed to 
proceed vigorously with his other assign- 
ments. This is a rather easy formula for 
boosting one’s morale. 


9. Do not accept common sense as a sub- 
Stitute for hard work 


This is a rule which applies perhaps 
especially to a study of commercial law, 
but one which also applies to many other 
subjects. Certainly a student should not 
rely upon “‘common sense”’ as a basis for 
ascertaining a particular point of law. If 
law is common sense it is only so in retro- 
spect, after one has learned what the law 
is. One cannot work fro common sense 
to the law, though he may often work 
the other way; and as a means of learn- 
ing a subject like law it is often useful 
to try to “‘rationalize’’ it in the knowledge 
of what it is. There is no substitute for 
close work in studying commercial law 
or any other technical subject; the only 
question is how to work efficiently. 

After all, common sense in any field 
is merely a means of making the most of 
knowing nothing. 

* * * 


Surely here is a subject — study meth- 
ods — on which readers ought to have 
opinions, and on which they should have 
no inhibitions about expressing them- 
selves! The editor would be glad to 
hear from readers who have other ideas. 


Ch 
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A PUZZLE FOR APRIL 
A thrifty man opened a bank account he would add $4; for the third, $6, etc. 
for each of his three sons with a deposit How many dollars were deposited by each 
of $1 in each account. He agreed that son when the total of the three accounts 
for the first dollar deposited by each son is $200? 
he would add $2 to each account; for (Contributed by Mr. A. V. Neil, C.A., 
the second dollar deposited by each son Ottawa) 


SOLUTION TO THE MARCH PUZZLE 


Let x = the number of Harold’s visits. 
Then 17 — x = the number of Egbert’s visits. 
Let y + 3 = the number of cigarettes Harold’s case held 
and y = the number of cigarettes Egbert’s case held. 


Then x(y + 3) + (17 — x)y = 100 
or 3x + 17y = 100. 
The only positive integral values of x and y consistent with the facts are x = 5, 
, 
Therefore Harold’s case held 8, he made 5 visits and took 40 cigarettes, and 
Egbert’s case held 5, he made 12 visits and took 60 cigarettes. 


ON CONSERVATISM 
“The accountant transcends the conservatism of the proverb ‘Do not count your 
chickens before they are hatched’ saying ‘Here are a lot of chickens safely hatched, but 
for the love of Mike use discretion and don’t count them all, for perhaps some will die.’ ”’ 
—Harfield, Accounting (1927), p. 256. 


PROBLEM 1 
Intermediate Examination, October 1952 
Accounting I, Question 1 (15 marks) 


For each of the following state whether or not the treatment indicated is in conformity 

with good accounting practice, and give reasons for your answer: 

(a) All profits realized on disposal of fixed assets must be shown in the financial 
statements as adjustments of surplus. 

(b) Where appreciation of fixed assets is recorded in the accounts the annual charge 
for depreciation should be calculated on the basis of the appraised value. 

(c) Expenditure during the year for improvements to buildings situated on land 
occupied under a lease should be charged directly to expense. 

(d) A company contracts to keep machinery in repair for ten years in return for a 
fixed annual fee. Each year the annual fee should be taken into revenue, and 
expenditures in connection with repair contracts should be charged off to expense. 

(e) All intangible assets should be written off by charges to accumulated surplus. 


A SOLUTION 


(a) A qualified no. 
If the amount is immaterial in relation to the profit for the year, it is better to 
include the item in the income statement. If the amount is material and unusual 
it should be shown in surplus so as not to distort the profit for the year. 

(b) Yes. 
The amounts charged as depreciation should be calculated on the basis of the 
recorded value of the fixed assets. 
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(c) No. 
Improvements enhance the value of a building and usually have a life of a number 
of years. Thus the expenditure should not be written off in one year but 
amortized over the life of the lease or building whichever is the shorter. 
No. 
The company must have estimated the expenses to be incurred and planned to 
have the fee provide some profit over the 10-year period. 
Thus fees should be credited to deferred income. Revenue may then be credited 
each year with a transfer from deferred income in the amount of the expenditures 
on repair contracts plus the estimated percentage profit. 
Each year’s expenditures should be charged to expense. 


No. 
Some intangible assets, such as patents, leaseholds, etc. should be written off 


against revenues over their useful life in order to arrive at a fair figure for profit. 


EXAMINER’S COMMENTS 
Through a failure to read the question carefully, a considerable number of candidates 
interpreted part (e) as asking whether or not intangible assets should be written off or left 
on the balance sheet. 


PROBLEM 2 
Intermediate Examination, October 1952 
Accounting I, Question 2 (10 marks) 
The X Co. Ltd. maintains a perpetual inventory card record of raw materials and 
supplies. 
The following are the details of purchases and issues of screw #1059 for the month 
of August: 
1 August Inventory— 3,000 units at 50c hundred 
4. * Purchased—10,000 units at 51c hundred 
10 “ Issued—7,000 units 
| las Purchased—50,000 units at 52c hundred 
a * Issued—30,000 units 
Required: 
Prepare sample inventory cards for this item, recording thereon the above trans- 
actions when costs are determined on: 
(i) first-in, first-out basis, 
(ii) © last-in, first-out basis. 


A SOLUTION 
THE X CO. LTD. 


PERPETUAL INVENTORY RECORD OF RAW MATERIALS AND SUPPLIES 
for the month of August, 19— 
(i) FIFO 


Minimum Quantity 
Item Screw #1059 Maximum Quantity 
Purchase Balance 
Price Price 
Quan- per Quan- per 
tity 100 Amt. a tity 100 
1 Aug. 3,000 @ .50 $ 15.00 
3,000 @ .50 








ber 
but 


to 


ted 


res 


off 
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10,000 @ .51 $ 51.00 10,000 @ .51 66.00 








3,000 @ .50 $ 15.00 
10 Aug. 4,000 @ .51 =. 20.40 6,000 @ .51 30.60 
6,000 @ .51 
12 Aug. 50,000 @ .52 260.00 50,000 @ .52 290.60 
6,000 @ .51 30.60 
24,000 @ .52 124.80 26,000 @ .52 135.20 







LIFO 


— 































Purchase Issue Balance 

~ Price Price 7 Price 
Quan- per Quan- per Quan- per 

tity 100 Amt. tity 100 Amt. tity 100 =Amt. 

1 Aug. 3,000 @ .50 $ 15.00 
3,000 @ .50 

4 Aug. 10,000 @ .51 $ 51.00 10,000 @ .51 66.00 
3,000 @ .50 

10 Aug. 7,000 @ .51 $ 35.70 3,000 @ .51 30.30 
3,000 @ .50 
3,000 @ .51 

12 Aug. 50,000 @ .52 260.00 50,000 @ .52 290.30 
3,000 @ .50 
3,000 @ .51 

30,000 @ .52. 156.00 20,000 @ .52 134.30 







EXAMINER’S COMMENTS 


The common errors were as follows: 

(a) A failure to read the question carefully with the result that prices given on a 
“per hundred” basis were taken as “unit” prices. 

(b) A lack of knowledge of the information which should be shown on an inventory 

record card, and of the design of such a card. 









PROBLEM 3 


Final Examination, October 1952 
Accounting I, Question 1 (18 marks) 

B Ltd. manufactures a single product X. The company operates a standard cost 
system in which raw material inventories are maintained at actual cost and finished goods 
inventories are maintained at standard costs. 

The following information is available for the three month period ended 31 Mar 1952: 

Standard cost of one unit of X 

Raw material—10 Ibs. @ $1.00 ................ ote eh wena $10.00 
Direct labour—5 hours @ $1.10 . Boiss ae Syn 4 5.50 
Factory service expense—3 machine hours @ $2.50 7.50 






















$23.00 





Inventories at 1 Jan 1952 
Raw material (first-in, first-out basis)—2,000 Ibs @ $1.05. 
Finished goods—600 units @ $23.00. 

There was no work in process at the beginning or end of the period. 
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Raw material purchases 8,000 Ibs. @ $1.02 
5,000 Ibs. @ 1.01 
2,000 Ibs. @ 1.04 
6,500 Ibs. @ 1.06 
Direct labour . te See eens 10,000 hrs. @ $1.15 
Actual manufacturing overhead $15,000 
Raw material put in process—standard ........ Mec suassaen 02h 20,500 Ibs. 
21,200 Ibs. 
Direct labour put in process—standard Waren . 10,250 hrs. 
—actual nena ... 10,000 hrs 
Factory service expense put in process—standard .............:.:cccc08 . 6,150 machine hrs. 
, —actual ........eececcssesses 6,200 machine hrs. 
—budget . 6,300 machine hrs. 
Production for the period 2,050 units 
When the budget for the period was prepared it was estimated that 2,000 units would 
be sold at $30 per unit. Actual sales were 1,950 units at $31 per unit. 
Based on a sales volume of 2,000 units distribution and administration costs were 
budgeted at $7,000 and $4,000 respectively. 
It is estimated that distribution and administration costs for 1,950 units should be 
$6,600 and $4,000 respectively. 
Actual distribution and administration costs for the period were $6,800 and $3,750 
respectively. 
Required: 
Statement accounting for the variation, by causes, between budgeted and actual net 
profit. 


A SOLUTION 


B LTD. 
STATEMENT OF BUDGETED AND ACTUAL INCOME 
for the three month period ended 31 Mar 1952 
BUDGETED 

Sales — 2,000 units @ $30 
Less cost of goods sold 

Opening inventory — 600 units @ $23 $13,800 

Manufactured 2,050 units @ $23 47,150 


$60,950 
Less closing inventory 650 @ $23 14,950 46,000 


Gross profit $14,000 
Less distribution expenses 
administration expenses 11,000 


$ 3,000 
Less loss on idle capacity 


Budgeted profit ...... 
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ACTUAL 
Sales — 1,950 @ $31. $60,450 
Less cost of goods sold at standard 
Opening inventory 600 @ $23 . $13,800 
Manufactured 2,050 @ $23-. 47,150 


$60,950 
Less closing inventory 700 @ $23 16,100 


15,600 
Less distribution expenses . ' $ 6,800 
administration expenses . 3,750 10,550 


5,050 
Less cost to manufacture over standard 
cost of units completed ; Se AL Up e 1,192 


Actual profit 


B LID. 


Cost OF GOODS MANUFACTURED 
for the three month period ended 31 Mar 1952 
Excess of 


Actual over 
Actual Standard Standard 


2,050 units raw materials ito, 20822 $20,500 $ 1,342 
‘ 11,500 11,275 225 
factory service* 15,000 15,37 (375) 


Excess of actual over standard ....... es Rote $ 1,192 


* Including idle capacity loss, $375 


B LTD. 


STATEMENT OF VARIATIONS BETWEEN BUDGETED AND ACTUAL NET PROFIT 
for the three month period ended 31 Mar 1952 


Decreasing Increasing 
Net Profit Net Profit 


Sales — Volume 50 @ $30 .. Rea $1,500 $ 
Price 1,950 @ $1 pike ioe 1,950 

Cost of goods sold — volume 50 @ $23. “: 1,150 
Raw materials — efficiency — 700 Ibs. @ $1 

PRO ne ine cee es 
Direct labour — efficiency — 250 hrs. @ $1. 10. 

price 10,000 hrs. @ $ .05 
Factory service — price — 6,200 hrs. at standard 

less actual 
— efficiency (assuming idle capacity loss 150 hrs.) 
[6,150 — (6,200 - 150)] @ 2.50 
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Distribution costs: 
Volume 
Price ..... ; 
Administration costs: 


Price . 250 
$3,542 $4,775 
Increase in net profit 1,233 


$4,775 $4,77 


Note: If no idle capacity loss is assumed, budgeted profit is $3,000 and factory service 
efficiency variance is 6,200 — 6,150=50 hrs. at $2.50=$125 (decreasing net profit). 





